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ABSTRACT 

Two current economic dilemmas concern how to increase 
the supply of mcmey without risking further inflation and how to 
influence wage- price decisions. The major purposes of the conference 
presented in this document were to define a national incomes policy, 
to explore alternative approaches to wage-price decisions, and to 
assess their implications for labor-management relations. Another 
objective was to examine research in areas that have Ippg-range 
ii^lications for manpower planning, the turnover problem and the 
restructuring of jobs. - Papers by management, labor, and university 
r^resentatives discuss these issues from their individual points of 
view. (Author/MF) 
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:IATIOI^AL INCOMES POLICY 



Am ¥MwamR problems 



The present Administration has been faced with ti^ beffling 
and complex economic dilemmas: how to increase the siqjply of 
money without risking further inflation an<? how to influence 
wage -price decisions. A major pttrpose of this conference is 
to defin* a national incomes policy, to explore alternative 
approaches to wage-price decisions, and co assess their im- 
plications for labor-management relations. 

Another objective is to examine some current research in 
t^^ areas that have long-range implications for manpower plann- 
ing: the turnover problem and the res-^ructuring of jobs. A 
distinguished groxip of management, labor, and university re- 
presentatives discuss these issues in the light of their ex- 
perience and from their individual points of view. 

(Proceedings of the ikth Annual Research Conference in 
Industrial Relations, held at the Ambassador Hotel, ^.os Angeles, 
March l6, 1971.) 
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RESULTS OF AREA TURNOVER STUDY 
BY MERCHANTS AND MANUFACTURERS ASSOCIATION 

Richard Bradley 



It's a very real pleasure for me to be here today. The last 
time I spoke in this room was some eight years ago, at a national 
safety congress on psychological aspects of accident prevention. 
At that time I followed a man most of you know. Dr. Gilbert 
Brighouse^who is a very fine speaker and a real hard act to succeed. 
So, when I found out I was going to be first on the program, 
this put me someiAiat at ease. 

The Merchants and Manufacturers, to set the context of our 
study, is an association primari2y concerned with se3rvicing 2200 
members in the field of industrial relations and personnel. In 
I9W, it conducted a survey, published in I9U9, on labor turn- 
over in Southern California. In 1959, it published a survey 
primarily of the costs associated with labor turnover. And 
then, when the state of California stqoped keeping statistics 
for labor turnover purposes for the National Bureau of Labor 
Statistics, in I968, it was pretty much determined that if we 
were going to find out vhat was going on in California or Southern 
California, a new study needed to be made. 

While the previous surveys made by the M and M were on a 
very selective basis, our survey this time was mailed to 2100 
companies, covering all facets of business and industry. Al- 
though we do have some municipalities and county governments 
and so forth who are members of the M and M, we did not survey 
them in the labor turnover study. The main purpose of this 
study was to become a vehicle for the publication of a hand- 
book, primarily for ^at we call our average member. The avercge 
member has about 200 to 250 engployees, and the plant manager 
or plant owner may have a significant amount of information 
about labor tiarnover, but probably has not been concerned with 
it in the depth that be should have been. So we wanted primarily 
to publish a handbook as opposed to a study of labor turnover, 
but we needed a vehicle in order to create the motivation to 
at least read the handbook. The response tc the 2100 question- 
naires while gratifying in one sense, was very depressing in 
another: we only received 1^30 replies back. Of those, we could 
only use approximately 35O. I'm told by others who've studied 
this question, however, that a 16 percent return is rather good, 
particularly on labor-turnover studies. 

Now, in order to simplify matters for our members if they 
did not keep statistics, we asked that they only survey the year 
1969* Even thoti^ we were conducting the study during 1970, 
we wanted the figures on what we would call a base year that 
was not too "swaying"~I donH know what word I'm trying to use 
now— a year in which there were no big swings in layoffs and 
quits, and I969 seemed to be a good year for that purpose. And 



in line >rith this, we only asked for data for four specific 
months, what we call bench mark months, March, June, September, 
and December. So, again, if they handn't kept statistics, it 
would not be an overwhelming burden to go into the personnel 
records and research for the information we asked. Then we only 
asked for certain pieces of data: how many people they hired 
in those four toonths; how many they terminated, for whatever 
reason; what they estimated their costs to be or, if they had 
kept cost records, to give yxs their actual costs of labor turn- 
over. We did ask, if they possibly could, to separate the in- 
formation by males and females. 

Now, useable responses, as the information became more defini- 
tive, the useable responses also became fewer. For instance, 
in the total survey we had l6 percent that we coxild use in one 
or more parts of the survey. In the ^separation accession rate, 
or the net labor txirnover as it might be called, we had 28C re- 
sponses that we could use; the reason for termination, why 
people leave, 239 or about 12 percent; and for the cost data, 
we were down to around 18? companies covering aH)roximate]y 
661|,000 employees with some 30,000 accessions and 27,0C0 separa- 
tions. So, we felt that we had a good cross-section of all 
areas of business and industry in Southern California. 

We then developed the material down into specific industries, 
again so that it might be more useable for comparative purposes 
of our members. The conclusions we came to are not, perhaps, 
frightening and they're certainly not overwhelming; anyone who 
studied turnover in his company in depth, they w:>uld not sur- 
prise him. The net monthly turnover in Southern California 
runs about the same as the national average. We found in manu- 
facturing a U.15 net monthly labor turnover, which would figure 
out about 1^8 percent a year; in wholesale and retail;, xb was 
3.88 percent; finance, real estate, and insurance, k.&A percent; 
and in the service industries, private vtility ccnipanies, and 
so forth, 3.70 percent: for an overall average of U.13, and 
in the national studies of statistics in the manufacturing field 
they run ^proximately, seasonally adjusted, h.6 to k.7 percent. 

Now, thene are the conclusions that we have come to partly 
from the SLa^ey and partly from al^oat a ye&r and a half of read- 
ing everything we could on the subject of labor turnovar. Number 
one, labor turnover is increasing, or was', up to the year I969. 
We're not talking about ispecif ically layri^fs or quito, but just 
turnover in general. However, specifieaUy, even ajiits had be- 
gun to increase in a significant proportion. In 1959> a q^i^k 
surv.'}y tal:£)i by ihe M and M re/eal;5 a 3 percent -^-urnover in 
Souviern C^r.liforn-La. lu I969.. i-t vas over h perc^^ut. How, 1 
percent may not sound vcxy large unl-^^o you're a ooairpcay of 
abovb 100 people, and one person v month could be a .significant 
coiit factor to you. The Bureau of Lajor Statistics, \)e .ween 
1959 and 1965, reported an average quit rate, just the quits 
or the turnover that most of us are concerned with, of 1*5 
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percent. Between I966 and I969, i* had increased to 2.5 per- 
cent. And the preliminary studies for 1970 show that that's 
even increasing in spite of the economic drop-off we've had 
within the Bouthern California area. 

One study "by the University of Michigan was rather inter- 
esting. It indicated that there was 5 times higher turnover in 
1968 than there was in i960. And between 1965 and I968, three 
out of five con?)anies reported a higher ttirnover than they had 
had back in I965. One Fortune study I thought was rather in- 
teresting, and it indicateOEat turnover was increasing nationally 
as well as in Southern California. The same companies, the 
same caliber of people had been studied between 1963 and 19oo; 
57 percent of the conpanies reported higher ttirnover in i960 
than in I963. So, the first conclupi.on we're coming to very 
rspidly in this field of turnover is that it is increasing in 
spite of economic changes within the country. And usually 
there's an inverse relationship between ttirnover and what is 
happening economically. 

The second major conclusion we arrived at is t-iat costs 
are higher than companies think they are. We asked the conpanies 
if they kept actual breakdowns of their costs to please submit 
those to us, and if not, would they estimate what three levels 
of people would cost to replace. This would be both the separa- 
tion paper work and the rehire or reorienting, reinitiating a 
new employee into that position. In production and maintenance, 
the estimates of approximately 50 percent of the companies who 
submitted costs were $U60 for production and maintenance employees. 
Those ccopanies actually reporting costs stated $1,072 average 
cost. In the technical and office areas the estimates were $b24, 
those reporting actuals, $1,136. And in the exempt classifica- 
tions, exempt salaried employees, the estimates were and 
the actuals were $5,669. So we can assume, based on the general 
picture, that most coni>anies are not predicting their costs 
high enough in this field of labor turnover. And yet, it may 
very well be one of your highest costs of production. 

Interestingly enotigh, we found another thing; we wanted 
some data to compare to the BIS since California didn't submit 
statistics. We found that the females in our Southern Califor- 
nia area have no more or no greater turnover than the males. 
And, of course, the Women's Bureau of the BLS has recently re- 
ported that same fact. As a matter of fact, in California, 
in the year I969, there were approximately 6h percent males to 
36 percent females, and in our study the males' turnover was 
65 percent and the females' 3^.^ percent. So it was just 
about the same ratio as the total labor market. 

Another factor that we have arrived at, we've concluded,is 
that the causes for labor turnover are significantly changing. 
In those companies where exit interviews were performed, it was 
pretty much determined that the reasons people are giving now 
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under better job" are significantly different than they were 
some twenty years ago and some ten years ago. Prior to World 
War II, apparently from what we can find in all of the data, the 
major reason for leaving a jot)~now tre*re talking alx)ut the 
voluntary quits, those leaving us through their own volition- 
was looking for stability, security, some of the basic needs, 
appare:*t]y. Perbcps there was a remembrance of the depression 
on the part of many people, and certainly we did not have the 
highly mobile society that we have today. Following World War II, 
hwrever, the need seemed to be changing to something a little 
more materialistic. Better pcy was almost synorqancus with better 
job, and particxilarly in those areas and those classificatiooG 
that were difficult to fill— engineers, scientists, research 
people. During the last five years, since 196U, we seem to be 
having a great deal of turnover under the term "better job, 
not for more money, not for better stability or security, but 
for the satisfaction of doing what you want to do. Interestingly 
enough, many coirpary presidents seem to be leaving and going 
to other places, not so much for what presidents used to go for, 
but for the opportunity to accorrplish what they want to accomplish 
in life— leave footprints in the sands of time, if that's the 
proper wording. 

Another conclusion, based upon some of the data we received 
and some of our phone calls back to the respondents, is that al- 
thOTigh management seems to know the language "turnover,'' they 
donH do anything about it inside, that is, inhouse. I'm sure 
that most of you in the field of industrial relations have had 
the same experiences I've had, where I've «pent a great deal of 
clerical time and personal time making a total analysis of what 
was happening within ny company, submitted it up through the 
hierarchy of management, it went into some vice-president e 
or president's drawer, and sat there for one year. No one looked 
at it, no one made any determinations of what should be done. 
One year later when we submitted another one, they threw the 
old one away and stuck the new one in the drawer. 

Based on the statistics that v get and the types of 
responses we get, I think part of tnat is our fault. We 
had also asked, "if you don't want to figure out your own turn- 
over, but do keep it on a monthly basis, submit yoxir data to 
us and we will extrapolate and put it into our survey. I re- 
ceived one response to our questionnaire, a labor turnover 
statistical study within a company, but the only person who 
could possibly have read it was the EDP manager. It was a 
beautiful work of electronic data processing and accounting for 
people, bat it didn't say anything about individuals. And I m 
soa^e that -Wien the coirpany president looked at that and said, 
"Oh, we have k percent turnover, that's about the national average, 
that's great," that's all that was done with it. We in the field 
of industrial relations seem to feel that we have to prove our- 
selves by these studies, and yet when we actually get down to^ 
the nitty gritty of trying to do something about it, we haven t 
convinced our npjjer -level roawgemont that it is really necessary. 



Welly these are some of the pieces or conclusions thr^t ve 
arrived at in our study. We're not going to make an annual study. 
We feel 9 however, that if we were to make one covering the year 
1970, the picture would look somewhat different. The layoff 
picture in some of the larger and supporting industries to 
aerospace would definitely show different patterns than it did 
in 1969* However, we feel that it accoizq;)lished its purpose, 
and that was to allow people to understand some of the tech* 
niques and methods th^ coxild take to reduce their turnover, 
if they wanted to. And, you know, the thing that's amazed me: 
since this was released and published and sent out to all 2100 
members, and this was in about Noveniber of last year, I've re- 
ceived five calls-- only five. I would have thought that maxxage- 
ment woxild have been a little more interested in 00th their 
costs and their causes of turnover than that. 
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WmS RESOURCES ACC0U!1TING-* 
MEASURDX} COSTS OP TURNOVER 

Eric Flaofaolts 



I am very pleased to have the opportunity to be with 
you here today to discuss human resources accounting and some 
of its implications for the measurement of turnover cost. As 
a yfOTA of background, th;: concept began in a very embryonic stsge 
a few years ago* I began working vith it in 19^7, and I have 
vorked vith three organisations which are attecpting to develop 
systems of accounting for human resources. I viU discuss 
each of them later; briefly, they are in lifl^t manufacturing, 
insurance, and Certified Public Accounting. 

Purpose Of Presentation 

The purpose of ray presentation today is to focus on four 
specific questions: >Jhat is human resource j accountingt Why 
is it necessary? How can it be helpful in meastiring th<$ cost 
of turnover? What progress has been made to develop ic? 



Definition Of Human Resource Accoi-nting 

Human resources accounting can be defined as the process 
of identifying, measuring, and comzrunicating iofdrmation about 
an organisation's human resources in order tc facilitate their 
effective management. Specifically, it vould atteiqpt to focus 
on decision^making involving people, and also upon the evalua* 
tion of the effectiveness of their utilis^ation. Its purpose 
then is to provide measures of the cost and value of people to 
an organisation in order to facilitate their effective manage- 
ment. 



Heed For Human Resource Accounting 

The need for human resources accounting has been recog* 
nixed for quite some time. In fact, Andrew Carnegie is reputed 
to have once said, "If you take ny plants, my equipment, and all 
of «y other resources exc^fpt my people , in a few years I will 
have everything back agftin." Similarly, the iiqportance and value 
of people to organizations is frequently cited in corporate annual 
reports. A favorite clidie frequently found in such reports is, 
"Our eoplc^ees are our mast iiqportant, our most valuable asset." 
For example, in a recent annual re^rt of Uhiroyal, it is stated 
that "Our prime vesoiirce is people. Uniroyal is essentially a 
collection of Rkills, the varied expertise of our 68,000 employ- 
ees." Yet, if you turn away Irom these comments in the president's 
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letter of the corporate annual report, you might reasonably ask 
yourself, 'Vfhere is this human asset on the firm's financial 
statements, the income and balance sheets? llhat is the value of 
this most inqportant asset? Is it increasing, decreasing, or 
remaining unchanged? 17hat return, if ecy, is the firm earning 
on its human resources? Is the firm allocating its hxaman resources 
in the most profitable way?" llo ansvrers to such questions are 
typically found. 

The need for information about the cost and value of people 
to organizations is increasingly important today, both at the 
level of the economy as a vrhole and at that . individual 
firm* At the level of the econony, ve see f -.ms increasLng in 
importance relative to physical capital. At the level of the 
film, many organizations are almost totally human-capital intensive. 
Examples are advertising, aerospace, consulting, entertainment, 
and CPA firms. In addition to profit-making organisations, non- 
profit organizations such as universities also are highly human- 
capital intensive. In such organizations people are, quite 
literally, the most valuable asset. 

Human resources accounting is also important because many 
firms invest quite heavily in recruiting, selecting, hiring and 
training people. In other vords, they invest in human-asset 
building. 

The organizational psychologist Rensis Likert has indicated 
he believes that because of the failure of financial statements 
to reflect the cost and value of people, some managers may actually 
be encouraged to deplete their organization's human resources on 
a systematic basis. Specifically, he believes that managers may 
be encouraged to put pressiire on their subordinates for increased 
short-term productivity, while in turn, over the long run, this 
may result in deterioratijqg employee attitudes, decreased motivation, 
decreased productivity, and cm increase in the probability of 
people leaving. In effect, the managers may be encouraged to 
trade short-term profitability for long-term depletion in assets. 
And they can do this because of the failure of financial state- 
ments to reflect the cost of people when they leave. 

Use In Measuring Turnover Costs 

Well, now the basic question emerges: Hovr can human resources 
accounting help in measuring the cost of turnover? At present, 
relatively fe\f organizations atten5)t to measure turnover costs. 
Only 16 percent of the recipients responded to the Merchants and 
Manufacturers recent labor turnover stu^ that was cited by a 
previous speaker; and of those, about 55 percent seemed to have 
been at least in the position or able to estimate the cost of 
turnover. We don't know whether they actuaUy kept records on it, 
tu-S ati'^east they could have come up uith some sort of estimate. 
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Of the respondents, it we^ also determined that the basic reason 
for not answering questions \m8 the f ailxire to have the informa- 
tion that was requested in the surv^« 



Research In Progress 

However, a few fijrms have recently begun to investigate 
the feasibility of accounting for the human resoiarces, and th^ 
find that their human resources accounting system helps them 
answer the qu3Stj'>n, 'liow much does turnover cost?" This question 
is not a simple ^ for two very iiqportant reasons: First, there 
are several diffeieot types of costs that are actually incurred 
by an organization as a result of turnover. Each of these are 
as follows: first, there *s a loss of investment in human assets 
that results when turnover occurs; second, there is a replacement 
cost attributable to turnover; and third— and perhaps most inpor- 
t ant— there is an opportunity cost attributable to turnover. I 
will define each of these in turn. 



Cost of Lost Investment 

The cost of lost investment attributable to turnover refers 
to the loss of the eaqpenditure that was actually made to acquire 
and develop an individual and bring him into the organization. It 
is the cost to recruit, select, hire, and train an individual. It 
is equivalent in many ways to the book value of a physical asset 
that we find on the balance sheet. For example, if a machine 
were destroyed during a fire, the loss of investment incurred 
would be the undepreciated asset cost. In the same way^ if an 
individual leaves an organization, there is a loss of the invest- 
ment that has been made to bring him into the firm. 



Replacement Cost 

The replacement cost of tiurnover is the monetary sacrifice 
that would have to be incurred today if the organization were to 
replace an individual with another capable of rendering an equiva- 
lent set of services. It is the cost that would have to be inciurred 
in the present market; and it obviously changes due to the changing 
market for labor in a particular area and in the econony as a whole. 



Opportunity Cost 

The opportunity cost of tiurnover is the cost of the opportu- 
nity foregone to utilize an individual's services. For exanple, 
if a salesman were to leave an organization, the firm would incur 
an opportunity cost equivalent to the loss of the sales revenue 
while his position was vacant during the search for a replacement. 



Similarly, if a manager were to leave, the organization woxild 
incur an opportunity cost as the result of the decreased pro- 
ductivity of his subordinates while they were looking for 
a replacement* 

Model For Measurement Of Iftanan Resource Costs 

The second reason for the difficulty in answering the 
question, "Hdw much does turnover cost?," is that the measure- 
ment of each of these three costs (the loss of investment, the 
replacement cost, and the opportunity cost) presents quite 
difficult theoretical and practical problems. These will be 
discussed sxabsequently. I'd like to turn now to a model for the 
measuresient of human resource investment and replacement costs. 

The model is shown in Rdiibit 1. The opening construct 
that we are concerned with is called *^sitional replacement cost. 
This is the sacrifice that would have to be incurred tod^ to 
replace an individual in a given position with a siibstitute capa- 
ble of rendering an equivalent set of services in that position. 
It is coBsorised of three basic components: acquisition costs, 
learning costs, and separation costs. Each of these elements of 
positional replacement costs have both direct nnd indirect compo- 
nents. I will discuss each one of these in turn. 

The direct costs of acquisition are the typical ones-- 
recruitment, selection, hiring, and placement. The indirect cost 
of acquisition is xrtiat we call the cost of promotion or replace- 
ment from within. This is best discussed in terms of an example. 
Let's assume that a controller vere to leave an organization, and 
that he was replaced by an assistant controller \ibo in turn was 
replaced by a staff accountant. The original separation would 
create a chain of replacements and transitions of people throughout 
the organization. This would resxit in two kinds of costs. Ulti- 
mately, you would have to go out of the organization to find a 
replacement for the higher level person who has been promoted, 
and, in addition, you would also incur indirect costs as a result 
of decreased productivity of people who are now learning their 
various new Jobs. 

There are two kinds of "learning costs"— direct and in- 
direct. The major direct costs are formal training and orienta- 
tion, especially any vestibule training that is given, and on- 
the-job training. The cost of learning is the difference between 
the actual productivity and standard productivity during a train- 
ing period. 

The indirect cost of learning is the cost of any trainer's 
time that would be involved in trajning «n Individual on the job. 
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EXHIBIT 1 

Model for Neasureaent of Houin Resource Replaeement Costs 
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Source: Eric G. Flanholts, "Hunan Resonrce Accounting: Measuring Positional 
Replacenent Cost 9 " Accounting— Iiifoxnation ^stens Woridng Paper 
No. 71-10, Graduate School of Mmagenent, Uniyersity of Califor* 
^ nia, Los Angeles, Mardi, 1971- 
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The "separation costs" also consist of two components. 
Separation pay would be the most olivioxis direct cost, while 
the indirect cost would be of two kinds— the loss of re- 
duced efficiency prior to the individual leaving an organi- 
zation, after he's made a decision to leave. Here, again, 
one of the classic exan4)les is that of a salesman, who, having 
left the territorj^ tends to cost an organization a great deal 
in terms of an opportunity cost vhile he's being replaced. 

One of the points that I want to make with respect to this 
model is that the investment cost of turnover is reallj' a sub- 
set of the replacement cost. It consists of the acquisition 
and learning "osts, while if we have the third element, separa- 
tion costs, we get the replacement costs of turnover. 



Illustrative Data From Research 

Now let's look at some data that are derived from two or- 
ganizations on the investment costs of turnover and on the replace- 
ment costs of turnover. At the R.G. Barry Corporation, which is 
a light manufacturing corporation with headquarters in Columbus, 
Ohio, a study was designed to calculate the investment that the 
firm makes in its managerial personnel. It was found that the 
average investment made in first line supervisors was proximate- 
ly $U,0CO, and in middle managers fiqpproximately il6,0CO, and in 
top managers approximately $35,000 (See Exhibit 2). In another 
organization an attenqpt was made to calctaate the replacement 
costs of people in two groiipe claims and sales personnel. Let s 
give this firm a pseudonym, the Great Lakes Insurance Con?)any. 
It is a medivmHSize insurance company with $250,000,000 in assets, 
located in one of the Great Lak% states . As you can see from 
this exhibit, the replacement costs of people vary from $6,000 
for an entry-level position of claims investigator to a high of 
$2U,700 for a field examiner (See Exhibit 3) . We can also see 
that the claims manager would cost $l8,700 to replace. This 
indicates something which may be of interest— it is not necessar- 
ily true that the replacement costs of people increase as we go 
higher in an organization. It also depends upon the length of 
training; and particularly in specialized positions there may be 
a higher degree of training than at lower levels. So you may find 
a higher replacement cost of some intermediary-level positions 
than in some of the higher managerial positions. 

For salesmen, we found much higher replacement costs (See 
Exhibit U). The firm typically classified its salesmen according 
to average, below average, and above average performance, based 
upon their sales revenue. For exangale, if an individual sold 
more than $l»0,OCO a year, he would be considered an above average 
salesman; between $30,000 and $UO,000, he would be considered 
average; and below $30,000 he would be considered a below average 
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EXKEBrr 2 



Igyestments In Managerial Resotirces 
Bs*- Positional Level at the R>G> Barry Corporation 



Positions Investments 

First-line supervisor $ k^OOO 

Middle managers l6,0C0 

Top manager 35>000 



Source: R.I.. Woodruff, Jr., "Human Resource Accounting," 

Canadiati Cnartcred Acctountanu, September, 1970, p. h. 



EXHIBIT 3 
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Great Lakes Insurance Company^ 
Replacement Costs of Claims Personnel 



Positional Replacement Costs 
Expected St tindard 
Positions Costs Costs 



Claims investigator 


$ 6,000 


$ 6,000 


Claims adjuster 


6,000 


6,000 


Office adjuster 


7,800 


7,800 


Field examiner 


2U,700 


12,800 


Claims examiner 


9,700 


8,700 


Senior examiner 


15,9CO 


15,900 


Chi-ef adjuster 


15,100 


15,100 


Claims manager 


18,700 


18,700 



^^This is a pseudonym. 

Source: Eric G. Flamholtz, "The Theory and Measurement of 
Individual's Value to an Organization," unpublished 
doctoral dissertation, The University of Michigan, 
Ann Arbor, Michigan, 1969^ 
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EXHIBIT k 

Great Lakes Ins\irance Company^ 
Replacement Costs of Sales Personnel 



Positional Replacement Costs 



Positions 
Salesmen: 

1. Below average performance 

2. Average performance 

3. Al)Ove average performance 
Sales manager trainee 

Sales manager 



Expected 
Coj?ts 



P 31,600 
Wf,lCO 
56,800 
51,700 

185,100 



Standard 
Costs 



$ 31,600 
1*4,100 
56,800 
51,700 
90,000 



^^is is a pseudonym. 

Soiirce: Eric G. Flamholtz, "The theory and Measurement of an 
Individual's Value to an Organization," unpublished 
doctoral dissertation. The University of Michigan, 
Ann Arbor, Michigan, I969. 
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person. The cost of replacing a belo^v average perforriiing sales- 
man was $31,o00, which rose to $56,800 for replacing an above 
average performing salesman. And this went to a high of $185^00 
to replace a sales manager. 

Nowj the reason for these very substantial replacement costs 
is one that might be clear to you immediately: the very high 
opportunity costs attributable to turnover, V/hen the salesman 
left, the position was vacant, and before another salesman could 
be recruited, hired and trained, and would be effectively function^ 
ing, a very substantial opportunity cost would be incurred. If 
a sales manager left, the firm knew from past experience that it 
could expect decreased productivity for all its salesmen, over^ 
time and to varying degrees— less for an above average performing 
salesman than for an average performing man, and less for an aver- 
age performing man than for the below average. So, the costs 
of replacing a sales manager would be extremely high. 



Lfodel For Human Resource Valuation 

Let's turn now to the area of measuring opportunity costs. 
The work in this area is somei/hat more theoretical and it's some- 
what more complex. But I hope you'll bear with me. First, let 
me reiterate the definition of opportunity costs we previously 
mentioned; it is the costs of alternatives or opportunities 
foregone. The opportunity foregone when a person leaves an or- 
ganization is essentially the opportunity to derive the services 
that he was expected to render. For exati5)le, the loss of a high 
potential MBA may be equivalent to a loss of his promotability 
and the services that he would be expected to render to the or- 
ganization in higher level positions. 

How are we going about measuring the opportunity costs of 
turnover? Essentially by measuring the value of an organization's 
individuals . What we need in order to measure the value of people 
to an organization are two kinds of data: first, data upon the 
value of each position to the organisation; and secondly, the 
probabilities that people will occupy the positions at specified 
points in time. First, let's look at the kinds of data we need in 
terms of the value of the positions. We would need to know the 
worth of the various positions to an organization; for example, 
a technical position in marketing night be worth $20,000, a new 
management position in finance might be worth $25,000, and an 
executive position in production might be worth $U7jOOO. We 
also need to know the probabilities of people occupying these 
various positions. This means essentially that we are attempting 
to determine the probabilities that people presently in a given 
position will occupy eo^ other position at specified points in 
time. One method of getting these data is by using historical 
probabilities, another is by using subjective probabilities. 
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EXHIBIT 5 
Markov Transition Probability Matrix 



10 
MM 



0 
ME 



1 
FT 



0 
FM 



0 

FE 



2 
PT 



0 
PM 



0 
PE 



7 

Exrr 



.80 



.10 



.01 



.02 
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Let's look at Exhibit 5- What we have done here is to 
list various positions: marketing-tedinical, marketing-middle 
management, etc., and also the state of exit from the organisa- 
tion. We are looking at this from two points in time— 1970 and 
1971. 

Let's assume that there are presentli^- 100 people in market- 
ing-technical positions; we'd like to know the probability that 
these people will occupy any of the various positions or have 
left the organization by 1971. LeVs say that we find, at the 
end of the year, that 80 of the 100 people are still in the marKex- 
ing-tochnical positions, 10 are in the market ing-miadle management 
positions, none are in the marketing-executive positions, 1 has 
been transferred to a finance-technical position, 2 ^^^e trans- 
ferred to production-technical positions, and 7 have left the rirm. 
Simply by dividing the number of people in positions at the beginn- 
ing of the year by the number of people occupying the positions 
at the end of the year, we can determine the probabilities of 
transition. If we carry this forward over time, we can generate 
the proLability of people occupying positions based upon their 
occi5>ancy of a position today. 

Taking the model as a whole, what we're trying to do is to 
derive two sets of data over time. Let's look at Exhibit b. 
We are trying to determine the value of a position, for exat^Jle, 
the executive-mark ting position, and the probability that the 
individual will occupy that position. If we do this over time, 
we could calculate the individual's prospective value to the orga- 
nisation. We discount the future value of the people back to tne 
present to determine their present worth. In other words, we taKe 
into account the factor of interest to discount future money to 
present dollars to determine the value of the person. 

How, what we're sajdng essentially is that if an individual 
leaves an organization, the opportunity cost that has been incurred 
is equivalent to the loss of the individual's prospective value 
to the firm. It is more complex than that, but the time constraint 
is making me go through this presentation very rapidly. 

There is research in progress to assess the validity and 
reliability of this model, specifically work with the insurance 
company and the CPA firm. The CPA firm is one of the large, 
national CPA firms, tj-picaUy knoim as "The Big 8." This research 
will continue. It's quite complex, but it offers great promise 
in measiu-jnr; the value of peoi^le to on orAnnlTiatlon. 
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EXHIBIT 6 



Three Dlaensloaal Model For 
HuittMi Resource Valuation ; 
A Stochaatlc Process With Rewards 
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Irglicatlons For Bualneaa 

Let* a now reviw "briefly the purpoaea of the different 
turnover coat concepta and vhat the:' might nean to you in an orga- 
nization. Pirat, the loaa of inveatment attributable to turn- 
over indicatea the actual costa of doUara previoualy expended in 
acquiring human reaourcea. Thia concept ia conaietent with the 
way reaourcea are accounted for in conventional financial atate- 
menta. It ia very important in indicating the degree to which an 
organization haa been effective in maintaining ita hunan reaourcea. 
Aa I previoualy cited, Renaia Idkert believea that aome taanagera 
actually attenpt to liquidate the human reaourcea in order to ahow 
increaae in short-term profitability. 

Let 'a look at that in a concrete illuatration. Exhibit ? 
shcma comparative balance aheets for 1970 and 1971 for a hypothe- 
tical organization, called Diviaionalized Enterpriaea. It showa 
the balance aheeta according to conventional accounting and accord- 
ing to the prindplea and notiona of human reaourcea accounting. 
Aa you can aee, at December 3l8t, 1970, divlaiona A and B have the 
same amount of asaets. We've dropped off the last three zeros, ao 
we have 50 million dollara ia asseta for each of theae two divl- 
aiona. If we look at the balance aheet? according to what human 
reaourcea accounting would be, we'd aee that each of theae divi- 
aiona had approximately p millic > dollara in human aaseta at Decenber 
Slat, 1970, giving them a total aaaet of 55 million dollara. 

Now let 'a assume that one of the divisions incurred a turnover 
loss of approximately $500,000 during the year. According ^ 
conventional accounting, we would have absolutely no notion of that; 
the diviaion'a assets vwuld be the same. According to human resource 
accounting, we would aee that diviaion A had maintained ita human 
reaourcea, while diviaion B had loat $500,000 in human assets. 

Now, let's look at the impact of thia vqpon the income s****" 
ment. Firat, according to conventional accounting: diviaion A and 
diviaion B both have 10 niUion dollars in sales and 8 million 
dollars in operating expenses in the fiscal year, giving them a 
net income of 2 million dollars. However, if we take into account 
not only the ooerating expensea but the loaa attributable to the 
write-off of humai. aaseta, we find that diviaion B auf fared $5C0,0CO 
of greater total expensea in losaea, which reaulted in a net in- 
come of $1,500,000. This will tot show in conventionally pre- 
pared financial atatementa, and, in fact, management does not re- 
ceive this kind of data. Now, in the long run, perhapa juat a few 
yeara, the organization wiU incur very heavy replacement coats. 
However, some managera may actually be in a poaitior:, for auch a 
short time, that they can liquidate their human resowrces without 
incurring such costs, simply by waiting «ncl moving to other positions. 
Their successor will have to pay the price*. 
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CciPimttye B>l«ne< 8hee<;«. 1970-71 
DlYltiaoallsed EbterprlMt, loc. 



CoDTtntlonal Accounting V«. Buntn Resource Accounting 



I« Conventional Accounting* 

Dec. 31, 1970 Dec. 31* 1971 
DiTlaimie Divleione 



A B A B 



CottYentioonl $^,000 $50,000 $92,000 $^2,000 
ueeta _ 



II. Huaan Beeouree Accounting 

Dec. 31, 1970 Dec. 31, 1971 
Diviaione Diviaicna 





A 


B 


A 


B 


Conventional 
aaseta 


$50,000 


$50,000 


$52,000 


$52,000 


Human assets 


5.000 




5.000 


U.500 


Total assets 


$55,000 


$55,000 




$56,500 



* 

Ruidjers In $000* s. 



EXHIBIT 8 
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Income Statement 19T1 
Dlvlslonallzed iinterprlsesj Inc . 

Conventional Accounting vs. Human Resource Accounting* 



Conventional Bman Resoxirce 

Accounting Accounting 





A 


B 


A 


B 


Sales 


$10,000 


$10,000 
8,000 

>n- 


$10,000 


$10,000 


Operating 

evpenses 

Losses 


8,000 
-0- 


8,000 
-0- 


8,C00 
-500 


Income 


$2,000 


$2,000 


$2,000 


$1,500 



^Numbers in $000' s. 
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The purpose of the second concept, replacement cost, is 
to indicate lAiat turnover will cost the firm in the future. It 
can he used in texms of planning for replacement of people; it 
will also indicate the amount that an organization can save by a 
"turnover-control program. " The opportunity cost of tiurnover 
indicates the magnitude of the total economic sacrifice that is 
actually incurred by an organization. It indicates the value 
that has been lost by having people leave an organization at a 
point in time. 



Conclusion 

In conclusion, the purpose of human >*esources accounting is 
to develop valid and reliable methods of measiaring the cost and 
value of people to an organization. The ultimate objective is to 
facilitate the effective utilization of human resources. One 
exas^le of an application of human resources accotmting is the 
measurement of turnover costs. There are others, but they are 
mudi b^nd the scope of this presentation. Finally, human resources 
accounting can provide management, I believe, with the data th^ 
need to become aware of the costs of tiirnover— data \rtiich may 
actually indicate the need for a greater attemrt at controlling 
the costs of turnover, and conserving valuable human resources. 
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PRESENT MJfTHS AND FUTURE 
REALITIES ABOUT TURNOVER 

Marvin Melson 



The work that I'm talking about is the result of a conceptual 
study on what new perspectives it might be possible to take toward 
the manpower adjustment system at the national level that might 
lead towards new kinds of policies. So I'm not going to focus 
principally on data, but on concepts. And I'd like to ask you, 
for the moment at any rate, to just relax, accept some of my 
premises for the time being, see where they lead, and thei^ later, 
if the result is unsatisfactory, discuss and argue about them 
a little bit. 

Hy remarks this morning are going to build on the ones that 
came before, but they will be of a basically different kind. A funda- 
mental fact of the labor market, based on the data we've heard so 
far and on other data gathered nationally, appears to be that there 
is a fairly high rate of turnover. A present myth that stands out 
is that it is desirable and realistic to think in terms of a 
fairly stable labor force, either over all or within a given 
firm. The reality, with some exceptions, is otherwise, I think, 
and that reality is becatdng more unmistakable as time goes on. 

Turnover, unfortunately, is one of those phenomena that can't 
be dealt with entirely within the firm. That is, it's a relation- 
al problem, having to do with a person in a given job or situa- 
tion now, and in another job or situation at some other time. 
Hence in addition to poliqy and procedural questions within the 
firm, there are also serious turnover considerations at the na- 
tional polioy level. 

We used to regard the enployer as the independent variable 
in the labor market: He made the major decisions, and the flow 
of eiEplpyees followed those decisions (or the aggregate of those 
decisions) in one way or another. According to that uyth, enoployee 
decisions were essentially dependent variables. From irtiat the 
first speaker said, however, we have some evidence that employee 
decisions are starting to become, at least to some extent, pri- 
mary or independent variables. Values are changing. What indi- 
viduals are seeking in the labor market is starting to be different 
now in a fairly big way from ^at it was previously. This may 
be a transient phenomenon of no long-term interest or value, or it 
may be a precursor of some inoportant trends to come. But cer- 
tainly, one iin)0rtant perspective of the labor market is the per- 
spective of the individual, and we want to look at tui-nover from 
his point of view. 
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People, I think, are no longer adequately dealt with, in 
labor market terms, merely as a resource* Their non-resource 
attributes have to he also the object of policy. By that I mean 
that it's not any longer adequate to feel that we need only 
patch jxp the residual unfortunate consequences of past labor 
market policies to have an adequate manpower policy. It's no 
longer a question merely of sweeping the people off the street 
into jobs as soon as possible, or filling unfilled vacancies from 
the available pool as quickly as possible. There are some deeper 
values that are coming to the fore, and we have to attend to 
them* 

If turnover is as big a phenomenon as the data suggest it 
is, we should examine it closely* To the individtial, turnover 
looks like transition making. He has the task of deciding vbere 
his best interests lie at any point in time. He is a decision 
system all Toy himself. We tend to think of the enployer as hav- 
ing a class of decisions, iftiich he bases vspon his perceptions of 
the value of his enplcyees and other vartables. Althou^ we tend 
not to regard the individual as a decision-making system, he is 
one. Can we say anything constiructive about his decisions? 

An individual does make tiwisitions from job to job, from 
school to job, from job to school, from job to welfare dependency 
or retirement, from military service to work, etc. Some of these 
are forced, or involuntary, and some are voluntary. In eith^ 
case^ there are costs he has to pcy. Professor Flamholtz talked 
about the costs to the enqployer's decision system. The individual 
has a corresponding, though different set of costs. Frequently, 
these costs are very high conpared to his ability to defr^ them. 
When that happecB, the quality of the transition that he can make 
is not as good as it might be. If he were able, for exanqple, to 
take a little Icnflsr or be better informed in job search, if he 
were able to move from one place to another, if he were able to 
get an infusion of training or add to his education, if he were 
able to hold out— all these might iirprove the quality of the 
transition that he could make. We'll come back to these concepts 
later. 

We've always assumed that a job is a good thing. If you didn't 
have a job you carried a certain kind of stigma, even if you didn't 
have a job for a very short period of time. And those people 
who don't have jobs for very long periods of time are in many 
cases stigmatized almost irreversibly. Well, a job is a good 
thing up to a point — for many people and for many jobs, but not 
all of them. Let me give you a list of reasons yAxy jobs are good, 
and then a list of reasons why jobs may not be so good. A job is 
obviously an opportunity to be productive and to be remunerated 
for it, and that is oijviously pretty good. It's an entitlement 
not only to consumption as a result, but to social standing which 
is also good. It gives the individual access to productive resources 
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beyond his own capabilities to si^jply them; in other words, it 
capitalizes the individual so he can increase his productivity • 
It gives him oaobership in a community of wrkers. In our society 
with our value system, it contributes to his sense of identity. 
(When you ask somebody who he ir, alioost the first, if not the 
very first, thing he says is what he does.) In some cases, it's 
a medium of creative expression. It provides a structured f^ame- 
work for pareonal interaction. It provides a modicum of indepen- 
dence or a great deal of independence, depending on other things, 
and it provides for many, a meaning for life. 

On the other side, it's clear that a job preenqpts time t*ich 
is usable by individuals for other things. Some of those things 
will increase his value, such as education, opportunity-seeking, 
and so on. It preempts time y/hlch he might use to better himself 
throu£^ political action, for exanple, or community action. It 
subjects him to rules and conditions which he may not like, of 
which he mcqr not approve, and over which he has very little con- 
trol. It may create psychological or somatic problems, such as 
ulcers in executives or iresentfulness in menials. Those problems 
tend to be invisible and allocated to other causes in the case 
of those of us ^o are used to working. When people rbo are not 
used to working start to work, however, there may be very serious 
problems of a variety of kinds. There are even cases where 
society has ruled that an individual may not hold a job~in the 
case of children. So, at least, a job is not u equivocally good 
in every case. 

How, I think it is tiseful to think of jobs as arranged on a 
continuum. Some jobs build yip the value of the individuals who 
hold them. I call these regenerative jobs, and put them at one 
end of the continuum. Obviously, a research job is regenerative 
because it increases the special and unique knowledge of the in- 
dividual engaged in it. Menial jobs are at the other end of the 
continuum. I call those depleting jobs, because if you hold a 
job like that long enough you're not good for anything anymore. 
In terms of the individual's subsequent ability to make desir- 
able (or desired) transitions, jobs are very different from one 
another. 

(I'd like to have that slide put up, if I may.) I want to 
break down the eiqployable period of an individual's lifetime into 
two general kinds of periods: one, job-holding periods, and the 
other, periods between jobs. I want to take a look at what 
happens to individuals in those two periods. I have here a diagram: 
We assume that \ihen an individual starts a job, he has a hypo- 
thetical value in that job, which I call V.(A), the start value 
of the individual in a job. That's easy. Other things being 
equal, over time—the time line is down here, the scale is un- 
specified because that way I can say anything I pi cose—other 
things being equals Ins value Konlil x-einain <^iisbant. But the 
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fact is other things are not equal, and typically there is a de- 
cay of ^atever knowledge he starts with over time. That decay 
comes from several sources: one is that part of his knowledge 
is unused for a while and may tend to atrophj"; part of it is 
that the job sittaation changes and his knowledge and skills are 
no longer as applicable as thej^ were. There may be technological 
obsolescence, which, over time, will decrease the individual's 
value. 

iTow, on the affirmative side we can talk about E(t), the 
increment due to relevant on-the-job experience. Obviously, we 
all know that if you work for a while, say, putting slides on 
machines, you get better at it. There are some variables you 
become sensitive to; also, you learn how the enqplcylng organiza- 
tion works; there are a lot of things that increase your value 
over time. And so we superinpose that on this declining hypo- 
thesis. There is another incre;aent which we can attribute to 
traiainc, anything that is deliberately done to increase the in- 
dividual's value. 

It is clear that if my ideas about these increments and their 
shapes are even approximately true in any interesting class of 
jobs at all, we can conclude that from the point of view of either 
the en5)loyer or the employee an individual's value reaches a peak- 
it may be a flat peak or a sharp one, but it peaks yxp at some 
point, after which it declines. How, I'm not saying that all 
jobs folloxf this characteristic, but I think a lot of them do. 
And suppose that it's true, from the enqoloyer's point of view 
it is clear that at some time there is an incentive for recharg- 
ing the individual. That is, if he wants to avoid the cost of 
decreased value of the individual, or productivity of the indivi- 
dual, there is a time around the peak— just after it or just be- 
fore it— when he can make an infusion of some kind In order to 
shift that peak to the right. In principle, that peak can be 
shifted over to the right indefinitely. 

Now, the individual has a problem in the game-theory sense. 
He has to watch the eiqployer's behavior. If he has any sense of 
this kind of relationship at all, there comes a time at viiich he 
has to decide that the employer is not going to make that infusion, 
and he can look forv/ard to a decrease in his own value— not only 
in this job, but probably on the job market as well. Therefore, 
tht>re is a 'proper*' range of times for him to consider leaving. 
If he does it too soon, he hasn't reached his maximum here. 
If he does it too late, he's peaked out and he's on the downhill 
side of the curve, and he'd better have moved before his value 
ha^ gone too far 6oun. 
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This erolains \/hy it's rational for eirployers to expect turn- 
over unless they make some sort of investment. We heard figures 
earlier about the costs of turnover, shoxcLng that they are great 
enough to ^farrant considering making that kind of investment. 

Prom the enqployee's point of view, then, the peak may "be 
shifted to the right liy a variety of means. He can ask for a 
change of job in the firm or access to training opportunity, 
or he can seek a new job, and so on. This is the picture, roughly, 
of what happens \riLthin a job. It is a very crude model, but 
I think it is suggestive. 

There is the other question of what happens between jobs. 
Three things can happen. Suppose we decide arbitrarily to measure 
what happens in economic terms. (We could also measure in terms 
of job satisfaction or other psjrchological variables, but suppose 
we just look at the economic- financial variable, because you can 
quantify that pretty easily.) Obviously, as he goes from one 
job or situation to another, he can increase his income, he can 
decrease his income, or his income can remain the same. I think 
it's fair to say that in the case of involuntary terminations, 
the e3q)ectation is negative. That is, other things being equal, 
he may not be able to do as uell on the outside; but I don't have 
the data on that, and I don't think it's terribly i?iiportant. 

The other side of it is that there are in that transition 
process an a\fful lot of payments of various kinds an individual 
has to make. Psychological costs are very high. Any of you who 
have made in^xjrtant transitions, especially those that involve a 
household move, are aware of that. Within the aerospace industry, 
where I got a lot of my experience, there was a provision besed 
on defense contracting procedures to reimburse individuals Tor 
the costs of transitions. Moving costs were paid. There was 
usually an opportunity to increase income liy about 10 percent— 
this was during the 'most vigorous phase of the industry's groirth 
some years ago-- and there were other hidden provisions which made 
moving at least reasonably attractive, so people did quite a fair 
amount of it. But in other industries, and even in that industry 
now, those provisions have diminished or disappeared. So, indi- 
viduals not only have psj'-chic costs but monetary expenses, family 
costs, during that period of time. And those can amount to an 
avrful lot . I went back to do a study in Washington on scientific 
and engineering manpower in 19-53 and 19 and noioinally I was 
to be reimbursed for all out-of-pocket expenses. But it tm*ned 
out that even so, there were thousands of dollar^s of hidden 
costs that I had to cough up, that one simply could not be reir- 
bursed for. I think that in our society people are constantly 
paying costs like that, without any very good provision for re- 
imbursement. Where they cannot pay them they may not be descri- 
bing the optimal path between jobs, if our objective is to maxi- 
mize t.h^ px'o'lnrtivt:* iif?e o-f t.lK»5?#» Innnnn r<>rt'»7n*«'en over time* 



28 



So, there are individual costs involved. But when individuals 
cannot find their most productive use, you can also say there are 
important social costs involved. It may not be the best stra- 
tegy for a person to go from job A to ;3ob B. It may be the 
best strategy firom everybody's point of view for him to go 
from A through training course C into D. But there's no way 
for hiTE to arrange for that at the critical time. I'm saying 
that we have to take a direct look at transition making as a 
fundamental event in the manpower adjustment process. We have 
to look closely at what the costs are and to whom they accrue 
and seek ways to provide equitable means to defray the costs . 
They may be recovered in principle, through increased produc-^ 
tivity of the labor force generally, decreased mental affliction, 
decreased violence, and in other ways. 

All right. That's the basic premise, and I want to explore 
ways of acconplishing that. There are things that enyloyers 
can do, things that labor unions can do, things that individuals 
can do, and things that governments at various levels can do. 
Let's take a look at what those things are. 

Mhat can en5)loyers do? They can make jobs more regenerative. 
VThat does that mean? It means that in designing jobs in the firm, 
they must take a look at that simple variable, the individual's 
value, at both the beginning and the end of whatever trajectory 
he describes within the firm and try to find ways to maximise the 
increase of that value over time. There are some internal in- 
centives for this, because the cost of losing an individual and 
having to replace him can be high. When employers understand 
the costs better they may try to find better ways of making jobs 
regenerative. They can increase training opportunities and 
arrangements. They can provide more termination notice for 
en5>loyees so that they could seek other enployment more effec- 
tively while still en5>loyed~though here we get into a controver- 
sy over values, I'ni sure. 

What can the individual do? Obviousl;'', the individual can 
be alert to his own opportunities • He can put aside some funds 
to pay for these uncomfortable transition periods when they arise. 
He can encourage public actions in his favor. And he can en- 
courage labor uniono to be helpful. 

What can labor unions do? They can acknowledge the idea 
that we have a society in which the work structure is subject to 
more and wore rapid change. They can therefore decide increas- 
ingly to act not so much as holding tanlcs for people, keeping 
them assertively in the same job classification that they have 
been in and seeking employment and benefits in those categories. 
Instead, they can encourage and help siqpport individuals in be- 
coming something else than what they are— that something being 
more satisfactory to the individual and more in demand in the 
Job market. So, unions can become transition-oriented. 
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\7hat can the public do through governnient arrangements? 
This, I think, is the most interesting question of all. The 
answer is, of course, find a way to pay for expensive, productive 
transitions, to support individuals more effectively in their 
process of "becomiiig. And here we come close to the question of 
national incomes policy. The point is that any arrangement that 
allows maintenance of the family unit without also increasing 
its chances for iii5)rovinc its lot may in the long term diminish 
motivation and inipede growth in productivity. We might consider 
augmenting such a maintenance plan with one that allows for 
peak allocations of funds to be made for transition-improving 
purposes. 

TTiat do I mean by that? There are some examples eround. 
The G.I. Bill is precisely a transition-facilitating arrangement, 
in which lerge paiorients are made for short periods of time to 
increase the chance that an individual can readi a higher pro- 
ductive level. It has worked very well, especially after World 
War II. And so there is some evidence that this kind of policy 
makes sense. But the public also makes other investments in 
in5)roving transition making. First, in initial education:^ when 
you send kids to school for a long periodof time, ^/"ou are in 
part puDipins up their value at public expense in the expectation 
that einployers and the public generally will later benefit from 
this investment. The fact is that etrployers, and especially de- 
pleting employers, are therefore subsidized by the public. The 
public invests in preparing people for employers* use. Eicployers 
who reinvest in their people are making an equitable repayment, 
but employers who deplete their people are not doing so. 

The public also makes an investment in the final transition 
out of the 3.abor force, that is the transition into retirement. 
Social Security and other arrangements are paid for partly by 
the public. The public provides maintenance between Jobs- 
unemployment benefits, welfare provisions, and so on, but only 
at a very low level. The public also provides certain on-the- 
job training incentives, and opportunities, especially under 
more recent government programs, and there are certain categories 
of people, sucli as convicted criminals in prisons^ who are 
trained at public expense. So, there is certainly a precedent 
for public support of transition making, but these are generally 
patchwork kinds of arrangements. They don't make the system look 
coherent from the individual's point of view., He has to go to 
different agencies for different purposes at different times. 
He doesn't understand the system very well. And in the aggre- 
gate, I think, it is fair to say these arrangements do not have 
the social and personal benefits they should have. 

Now, here is my radical proposal. It's highly controversial 
It needs a lot of study, but it should get some serious study. 
A joint fund should be established bet^reen individuals, employers 
possibly lahor unions, and the public thi'onn:h government.^ This 
fund woiOd be bviilt op thvonp;b means >;hlch V21 describe in a 
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moment, and it Tvould be used like a G.I. Bill by ar individual 
for certain purposes, either to get some training, to increase 
his education, to move, or for other jiustif iable reasons 
consistent with inqproving his career trajectory. Individuals 
would be taxed or could contribute voluntfirily to a certain 
extent. Labor unions would contribute some share if they could 
be induced to do that< Since the public would benefit by 
everybody being increasingly productive and content, there would 
be some incentive for the government itself to contribute to a 
pool. And finally the question is, what do we do about enployers* 
contributions? If ejaployers are, in fact, benefitting from 
prior public investment and from the investments of earlier 
employers, then to the extent that they deplete that earlier 
investment, it seems equitable for them to be required to pay 
for that depletion in some way. To the extent that they behave 
well from a raaiqpower point of view, that is, by building up 
the capability and the value of their htmian resources, they 
should be given incentives instead: payments, rewards, tax 
forgiveness, or something like that. 

How would this behavior be measured? Obviously, you don*t 
want the government judging etiployers* pe^-^ormance if you can 
help it. Assume that for each class of industrjr, however there 
is known experience in terms of \7hat hc^jpens to people after 
they leave che enqploy of an employer. \^hether, in fact, they 
itoprove their state, or their state deteriorates subsequently. 
An industry board, conflposed of employers, union representatives, 
and public members could judge the "manpower perfonnance" of 
any given eirployer. The theory is that an employer's responsi- 
bility does not end at the point wnere an individual tenninates 
from hi5 organization. I understand, from the employer's point 
of view, how that ^ears to be an undesirable principle to lay 
out, but from the public's point of view and from the point of 
view of the individual, it is a very important one. And I think 
it's going to be progressively recognized that employers' interests 
are well sejrved by it also. 

Okay. So you could take statistics on the futxire trajector- 
ies of individuals who have left a given employer, corEpared 
with industry standards. To those eirployers who increase values 
of their enqployees over time, make payments or give tax forgive- 
ness. For those who deplete value of eirployees over time, put 
the opposite sign on that variable and charge employers a certain 
amount for ti'pir replenishment. That way you could maintain 
the transition-aiding fund. But the more itiqportant function of 
this arrangement is not the actual operation of it; it is the 
additional incentives it creates for employers to act in such a 
way as to be regenerative in the first place~that is, to invest 
adequately in human resoxirces. This is a slogan that we've heard 
for years, but one which has been actually more honored in the 
breach than in the observance. So, vlth that admittedly provo- 
cative proposal I'll step Ao\m and look fowai-d to questions and 
disctiseions later. Thank you very much. 
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REDSSIOmiG JOBS 
A SOCIO-TECHMICAL APPROACH 



Louis E. Davis 



I've been puzzling over how and vhat I might address 
nyself to today in relation to the area of interest, that is, 
the design of Jobs or its specialized version, nov pcpularly 
referred to as job restructuring. I find n^rself in a situation 
vhich almost requires me not to look at the mechanics of this 
specialized question, but rather to consider it in its very- 
large social framework. I'm more than avare of this because 
I spent last week with the management of one of the lareest 
companies in the United States, launching a developmental program 
addressing the kinds of questions that I am going to raise. So, 
I don't know how- -at least I feel terribly uncomfortable talking 
about the mechanics of reorganizing jobc, of restructuring jobs, 
because the setting in which we seem to be finding ourselves is 
so markedly different, and all signs for the future indicate 
that it will be more different still. I find, in reviewing the 
present positions of management, looldng at what they are ^ 
comfortable . Ith in terms of their assun^jtions just doesn't 
seem to be able reasonably to carry forvjard into the future. 

In this particular context, I'd like to look with you at 
what's bothering me. I will hold for the question period- - 
and this may be unsatisf&ctoiy to some people— specific questions 
relating to particular problems until after Barie has talked about 
the development at Proctor & Gamble that he is associated with. 
Now, what's bothering me, I think, is what's bothering n»ny 
managements of all kinds of organizations in attempting to address 
themselves to two central issues of our time. These issues are 
going to become stronger, and management will attempt to do so 
in a setting of considerable social turbulence into which we have 
moved and which, from all signs, looks as if it's going to 
continue. The two issues— which I won't say very much about, 
but they underlie what I will talk about— are alienation and 
disaffection of members of organizations, ell kinds of organizations. 
And the very particular need that most organizations and most 
managers are attempting to look at is the adaptability of individuals 
and their institutions to the very significant and rapidly occurring 
series of chajiges. 

\Ihen I began my work in the job design area in 195^* 
almost too long ago to be comfortable about, I had been talking 
to managers, justifying why I was asking the kinds of silly 
questions I was interested in, v,hy adaptability of people in 
organizations \»as, in fact, an important question or not an 
important question. The world has caught up with me, and now it 
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seenus that the shoe, in fact, might be on the other foot. 
The shoe is on the other foot in that managements now of all 
kinds of organizations have to bear the risks of not address- 
ing themselves to these questions. The kind of work that 
we're doing and its network of professionals and researchers in 
about a hundred firms in the United States and a large manber 
of firms in Western Europe are all addressed essentially to 
learning how we can gratpple with this situation. 

But how do we begin. As I said, I was wondering how I 
might begin this discussion. We're caught up now in an era 
of ttirbulence in the social environment, excee<Vi.n3ly rapid 
technological change. There seems to be a growing uncertainty 
for managers, for meiabers of organiaations at all levels from 
the bottom to the top. And in fact, in some instances, I m 
afraid, too often, in the face of this growing uncertainty 
there is a clinging to the past. There is, in some instances, 
an almost psychopathic clinging to the past— past answers, 
past values, past solutions. In some government agencies, there 
are even enormous battles being fought to protect the monumente 
of the past. That, of course, we have to view as a response 
to the fact that we are leaving one era we all knew and all 
grew up ii^ and that we are entering into— in fact, some of us 
feel we're well into it— a new era. There is a growing bojr of 
literature which addresses itself to char act eriaing these two 
eras. IThat I'm referring to is the industrial era that we all 
grew up in, which began roughly about the iSOO's, 1790, and 
what we're seeing today, which has been characterized as the 
post-industrial era that, some beUeve, began with the of 
World War n. At the moment we are in an overlap between these 
two eras. We're still holding to the values and the 
and the insitutional learnings that we knew from the industritl 
era, but the problems that are inpinging upon us are the prob- 
lems of the post-industrial era. I'd like to Just say where I 
think we are in terms of managers, in terms of industrial rela- 
tions directors, personnel managers, and so on. 

I think the choice that most organizations now have Is 
to address, as seriously as they can, the issue of values- 
looking at their own values relative to themselves and the 
menibers of their organization, ond to develop appreciations 
of futures that are inpinging tqpon them. Despite the fact that 
I once regarded all futurology as sort of going down to see a 
Madame Zonibie who had a crystal ball, I now feel nyself wearing 
one of these pointed hats that one sees in the Los Angeles Times 
comic strip of the soothsayer, you know, with all the stars on 
the pointed hat. The reason for it is that we hardly know how 
to address the presetxt without getting some reasonable under- 
standing of what the future is ^ringing upon us. And this is 
a totally new game that we have to learn to live with. 
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Vw, let's perhaps begin by looking at hov ve got to 
where ve ore today without writing the world's hlstoxy over 
again in a short period of tLoe, because I think it would give 
us a bit of understanding aa to why and how one would wish to 
address issues that are before every organization— issues of 
entzy Jobs^ of what to do with unsldUed^ untutored people seeking 
entry into organizations* That is and will be a feature of the 
world we live in— what we do with the issues of the adaptability 
of members in the organization* Do we need to continue in the 
kind of framei/ork that ve have been accustoned tot \rhat will 
this mean for industrial relations^ industrial relations as a 
profession as it has been viewed from both sides? From one side, 
it's been' viewed as a portal for instituting changes within 
organizations to put theu on the road toward txying to leaxii to 
adapt • And from the other side, it's been viewed as that segment 
of the organization t^t mixes concrete anl sets all existing 
situations in large blocks of concrete which it takes the devil 
to break \xp later on to g^t any change* Take you choice, probably 
both elements are present in aoy organization. 

With this kind of u'lckgrouad, I would like to say a few words 
in general, susmiarlzing soise of what we know, then have Barle talk 
about one particular situaticn and throw it open to questions that 
you may wish to raise • Now, Angus asked me to mention that the 
Institute will be publishing, in the next two or three taonths, three 
papers in its reprint series addressed to most of the questions that 
I will be talking about this morning: The C^ng Crisis for 
Production Management: Technology and Organization; Readying the 
Ibready: Fbst-Industrial Jobs; and. Job Satisfaction Researchtthe 
Post- Industrial View. All of these papers, obviously, are by me; 
otherwise I wouldn't be announcing them, would 17 They're in the 
mill, they will be reprinted very shortly, and I think you'll find 
them interesting. 

Additionally, I hope this morning there can be some stimulation 
of Interest on your part for a development that is now taking place 
at UCLA, which we e:q>ect to have launched by next fall. This is the 
development in the Graduate Business School of a national research 
center on the quality of working life* \Je are looking for two kinds 
of support, for some money, of course- we have some and need more-- 
but also for interested organizations which want to work on these 
questions. Both are important. A prospectus is available for those 
of you yho might be intereste<l. 



Iknt, let*s take a look at what the iodttstrial era has done 
for us ani why we are where we are, and at sow of the enoxiDOUs 
dlseoafort and disjolotedness that are before us. The only way 
to look at this Is to look at culture, the industrial culture 
as we've cone to know it, which includes beliefs, values that 
we all bold and particularly hold in relation to our actions 
within our organizations. Because we do find that this culture 
is not very inclusive, ■ost of us who live In formal craaniiations 
live two lives— one within the organization, and one outside of 
it. Let's look at life within the organization. 

Here we find from the industrial era the heglnnlnes of such 
teUefs, such values as that which is called the Protestant £thlc, 
which sanctifies work and aeasures men's success by work. Of 
course, I raise this issue now because for vexy sdbstantiol seg- 
ments of our population in the post-inAustrial context, there are 
all kinds of questions about work and about whether man was put 
on earth to vork or whether the reverse might be true. In highly 
sophisticated technological settings, the technology h(yr. so shifted 
that nobody q]alte kxxws what work is in the conventlcnal sense 
of the woxd. I'll talk about that a bit later. Belated to this 
has been the development, over the years, of what one of ny close 
frlenis In sociology has called the viw of nan as an operating 
unit. I'm referring to the work of Robert Boguelaw, who has been 
making some studies of that peculiar society, "the Industrial 
organization." What this notion says is that men can be adjusted, 
tb^ can be modified, they can be changed by training, by 
incentives, for the good of society, and, of course, «iat means 
for the good of the organization, and that, in fact, we have a 
right to do so ax^ it's quite acceptable to have this done. 

This is a widely spread value which everybody shares— or 
shared until now. It is subject to question, hcwever. V!hen 
students run axound campuses with signs, saying "Don't spindle, 
fold, or mutilate," one of the things they are saying very clearly 
is, "l^re're not going to be operating units in the ways in which 
we have been before." tThec the Nort/egian trade unions cot 
together a few years ago and said to the Ncrweglan government, 
and then in concert with the confederation of esployers in Norway, 
"Yes, we want to industrialize the country further; we want to 
enhance the investment in building industtyj but we don't want 
to become American," it was another way of saying, "\.'e don't want 
to become subject to and victim of the voy in which industrial 
organizations in fact operate in the United States." They were 
vexy serious about it, and the whole series of developments that 
have taken place since indicates that there are other solutions 
than the American solution. And it's time for us who have 
started earlier to i-ethlnk our o»n poisitions on these particular 
issues. 
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A third telief which is terrihly ingrained within our 
formsa organizacions is that izhich concerns the reliability 
and, therefore, the notion of responsibility relative to in- 
dividuals. It's very ^ridely held that in our production sys- 
tems, in our business systems, the nfflchines are very reliable 
parts of our systems, but the human elements are terribly un- 
reliable parts. And, of course, if you and I sat down to think 
out what you would do with unreliable parts, you would come 
to the same kinds of institutional arrangements that we now 
find in business and industrj'; they are directly traceable 
to the deeply held position that human beings are, in fact, 
unreliable. The outcome of all this Is that men in organiza- 
tions are indeed spare parts. Ws design production systems; 
we design business systems; we design organizations as if men 
were spare parts and, of course, men being men highly ad^ta- 
ble become spare parts. This is the way they think and this 
is the way they behave. ^Jhat this does for the question of 
adaptability is another matter. Most current training schemes, 
whether promulgated from Washington or promulgated from within 
training departments, are essentially those at present which 
depend upon and support the spart-parts concept of men. Some- 
thing again that we particiilarly need to look at because it 11 
be of no service to us in the future. 

Let me mention a fev; more values and then look at technolo- 
gy, which is equally upsetting in terms of what the futm-e 
is going to be. I think here that three more values just 
might be worthy of tentioning, although we've all talked about 
them as if we don't believe them, but we operate as though we 
do believe them. One is, of course, that labor is a commo- 
dity—that the transaction between men and organization is 
one of buying and selling, and this is the major transaction 
and the focus is on those relationships. Unfortunately, in- 
dustrial relations has more than contributed to si5)porting 
this particular position by the very, very considerable atten- 
tion it gives to these transactions. Second, that material- 
ism in its narrow sense, that is, higher economic standards, 
more material benefits, in fact justifies the ends which 
need to be achieved. And lastly, ve have a particular and 
peculiar syndrome— and I think this is more American t^a'^ 
anything else, then anywhere else— that jobs are essentially 
things by themselves. They are disjointed increments that 
exist by themselves. So, when we talk about entry jobs, when 
we talk about restructuring, this particular value gets in 
the way very quickly. A job is something that exists by it- 
self when, of course, it's only an episode in the life of a 
man and it's only an episode in what goes on in an organiza- 
tion. The thinking out of the connectedness between job and 
what else is very, very seldom done. Of course, you don t 
need to do it if men are spare parts in any case; so it s 
very comfortable not to. 
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Now let's look at technology for a moment. Ifcst of 
these values have been siapported by the peculiarity of tech- 
nology that existed in the industrial era and still exists 
for large numbers of organizations. ISost of these organisa- 
tions are beginning to move out of the industrial-era tech- 
nology. I've been most particularly fascinated vith this 
technology and its iapact on the structure of Jobs, on the 
structure of organizations. I jixst wanted to mention a 
couple of insights of mire which are relevant. I think the 
significant characteristic of the industrial-era technology 
which reached its height in Detroit-type mass production— 
and it still goes on— is its particular flavor, its parti- 
cular feature, which I call deterministic. What I mean by 
that is what has to be done is known someplace by somebody, 
by some superintelligence — whether this is a planner, or a 
manager, or what have you; when xAatever it is that has to 
be done is know% and how it has to be done is also known or 
knowable. If these characteristics are present, then, of 
course, we can manipulate our or^ "lization. We can assign 
jobs, we can do anything we wish, uased upon the social values 
tbot we hold. And this is how they've been locked together. 
If you know everything that has to be done, you have a choice— 
to treat men as spare parts or not to treat them as spare 
parts. 

So, there's been a reinforcement of this, and an enoi- 
mous amount of our thinlcing depends upon this particular 
characteristic of technology. Unfortunately, this character- 
istic is disappearing. As the newer technologies are arising— 
call them automation, call them pybernation, call them compu- 
ter technology, whatever you wish— the determinictic aspects, 
that is, what has to be done and so on, are novr soaked up 
by the macnines; they're soaked up by the technology. The 
routine stuff gets soaked tqp by the technology. There's still 
a lot of it around, but most of the routine stuff is now not 
in the mainstream of doing what the organization needs to do; 
it's supportive of doing it. When the routine stuff gets 
soaked \ip, we find that the new technology has a new charac- 
teristic—a characteristic we hadn't thoT::ght about wliich 
raises all kinds of nev/ questions. 

For two and a half years now, I've been wrking with 
one of the world's largest organizations deeply enmeshed in 
frontier technolocy and production of metals. I entered 
upon the scene because a siirple technological change, the 
addition of a computer to their production system, suddenly 
brought about a total mismatch between the jobs their had, 
between the way in which men were managed, and the structure 
of departments and units which no longer seem to hold to- 
gether because the deterministic element of the technology 
that th^ had had disappeared. A new flavor of the technology 
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is that it is stochastic. That is, whatever men have to do xn 
the organization~they do lots of other things— their eseential 
contribTition is to absorb the variances, absorb the unejqpected 
that arises because the routine and expected stuff is already 
buried within the technological artifacts, whether it's a com- 
puter, -whether it's an automated production machine, or tdiat 
have you. And the same applies whether you're in an office or 
whether you're in a production conpany; that doesn't make any 
particular difference. 

How, your response to me will be, 'Ifell, that's okay. 
Ify firm doesn't have any of this. We still make widgets or 
process paper with a quill and a green eye shade, and we're 
safe from all this. We still make widgets by carving them 
out by hand and we're safe from aU this.** Well, you're not 
safe from all this. What happened in this firm I'm referring 
to is that in those departments in which this new technology 
appeared, we had to redesign jobs and redesign tne organiza- 
tion. The results were enormously satisfying jobs for the 
individuals, not because we wanted them that way, but because 
in the stochastic situation people have to regulate and control 
their worlds themselves. There isn't any way that anybody else 
can do that for them. Si?)ervisors don't do you any good; 
department heads don't do any good unless you're prepared to 
have a foreman for every worker, and I hardly know of any 
organizations that are quite prepared to go that far. What 
in essence happens is that what we now think of as direction 
by a foreman becomes an essential part of the jobs of people 
running the production system at the first level. When we 
did this in those departments, the con?>any was threatened by 
a strike. It was threatened \jy a strike because men in other 
parts of the conpany said, •^fou can't discriminate against 
us; the kinds of jobs we have to do and the kinds of ways in 
which we're managed are so infertor to what we now see that we 
want that, too." So the social spread or the notion of social 
diffusion operates so rapidly that nobody is going to be safe. 
And hiding behind the fact that you don't have advanced techno- 
logy is not a very wise future course of action. 

The other aspect of technology that's terribly important 
is that it is so productive. The outcome in terms of materials 
is so enormous that within the social environment we are very 
comfortable now in thinking that scarcity is of the industrial 
era, but not of the post- industrial era. That is, the satisfac- 
tion of material needs is going to be possible by the appro- 
priate application of this superior technology. That being 
the case, all kinds of questions are being asked now about 
work. "What am I here for?" "What am I going to do?" "What s 
nv role?" "^Jhat does work mean to me if I don't have to worry 
very much or very extensively about material needs." Other 
issues are arising, and they are connected back to technology 
as well as, of course, to the shifts that are taking place in 
the social environment. 
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Now, these are sone of the background elements of the 
social and technological environments that color almost every- 
thing that we have to do and have to address ourselves to. 
They raise all kinds of other questions. But, in addition, 
let me mention something from the economic environment in the 
longer run rather than in the specific of what's ^ing on 
today T*ich also colors the situation. The pervasive feature 
of the growing post-industrial era is that the social economic 
technological environments are taking on the features of tur- 
bulence. And what we mean by this essentially is that prob- 
lems are arisiop; which can't be easily answered within any- 
single institrttion. There is a growing degree of uncertain- 
ty about what wotild be a useful solution to various problems. 
The rate of change is increasing at a growing pace. The rele- 
vant uncertainty for individuals at all levels of organiza- 
tions is beginning to test the limits of human adapt abiUty. 
And, very clearly, it appears that the earlier forms of adap- 
tation that we had in organizations just probably will not 
be suitable in the future. 

This turbulence also colors why managers are beginning 
to ask the kinds of questions which involve the kinds of in- 
terventions that we are looking at. Those organizations do 
want to survive. And they not only want to survive, "but they 
want to survive by adapting in an orderly wsy to the future 
as it is unfolding before the organization. 

Now perhtqps I might say, before I report some general 
findings about ;Jobs, about their redesign, and about the 
change of organizations, just stanething about the notion that 
we've recently been developing, which is both a w^ of looking 
at the world and a way of studying the world—in terms of tech- 
niques of studying and in designing the solutions. Some of ny 
students call it a religion, but that's to be expected since 
some of us are veiy much engaged in missionary eetivities 
and missionaries have to be viewed as being religious in terms 
of where they stand. What I'm referring to is essentially 
this notion called socio-technical systems, which has a jaw- 
breaking name; I wish we could get rid of the name, bxit not 
the ideas that are behind it. 

There are two essential premises to looking at the world 
as we look at it through the socio-technical-systems framework. 
The first premise says that any organization that is engaged 
in purposive activities, seeking to acconplish some defined 
set of ends, has to do this througji a social system that it 
has, and has to do it through the use of some technology that 
will aid it in getting its work done, that these two are so 
interlocked that we can't study one without the other. We 
can t design one without designing the other, but we have to 
try to do this in a joint fashion because they are absolutely 
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locked together. So it's no longer comfortable, or in fact 
useful in terms of 8olutions*-ve think*-to have sometody 
look at the social Qrstem, the questions that arise within it, 
and then have somebody look at the technology, or^ tice- 
versa, design a technology and somehov fit a social system 
to it. Neither of these aj^roaches seems useful for the 
future, because they in fact produce in our esqperience outcomes 
that are less than those that are possible by wrking both 
together. 

The second premise that I think is terribly crucial is 
the socio-tecbnical system's vieir of the vorld ^^ch c^ys 
that any organization can't be understood, can't be dealt with, 
without seeing it as a part of the larger environment in which 
it happens to be eid>edded. And, in fact, the walls, or the 
boundaries, to use our own private langu£g3, around the organi- 
zation-«»and the organization might he a single individual or 
a grotp or a larger in8titutioh**the boundaries around the 
organization are full of boles, lAat we call permeable. What- 
ever is going on on the outside leaks in to the inside. It 
affects the individuals, and it affects the functioning of 
the institution. And, of course, if we truly believe something 
about ecology-^and not physical ecology,but social ecology-- 
Trtiat the organization does affects the environment and it in 
turn back-affects the organization. It's a back and forth 
process of atteopting to achieve some particular balance. 

But steadying an organization or designing one without 
very, very specific detailed knowledge of the environments in 
which it is enbedded is a hopeless task, we see. It just 
can't be done if the organization is to achieve some balance 
and be able to go on and do its work. For instance, in this 
reference I made before to this large metals-producing coupany, 
a number of their plants are located up in northeastern Canada, 
French-speaking Canada. It became very ingportant for me to 
Tinderstand in detail the iiqpact of the organization on these 
coimminities, the aspirations and needs of the menbers of these 
conmninities, irtiat and how this mi^ feed back into the function- 
ing of the organization. Itenagement had to begin to ask it- 
self questions Trtiich thqr previously thought were far outside 
the realm of their concern, if th^ were going to get a move 
on to achieving some solutions that would permit them not to be 
having to rework problems every single day. 

It's these two notions which color the way in which we 
look at the world, and in so doing perhaps I should turn very 
briefly now to a few notions that sunmarize the various and 
sundry studies done by e large ntoiber of people. I use the word 
studies advisedly— they're not research studies in the conven- 
tional sense because we don't feel we ;:an learn anything by 
observation. We only can Uem something by aiding organizations 
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to change thettfdLves in relation to the problems they have 
and learn from that pi^ocea^ and that in itself is an inter- 
esting new notion that we've learned to manage and utilize. 

I think I can sunnarize all of the work that has gone on 
from roijghly about 1952 until the present tmder four categor- 
ies, in terms of the design of jobs or the design of organiza- 
tions. The four categories are: responsible autonony, adap- 
tability, variety, and participation. Let me briefly say some- 
thing about each of these, because again I will be saying some- 
thing about them in a different context than perhaps you have 
thought about them in the past. 

By autonomy, we essentially mean that we want to provide 
the conditions, the wherewithal, at the work place or within 
the organizational unit, so that the individuals or the organi- 
zational unit involved can in fact plan, regulate, and control 
the world which they have responsibility for. This is quite 
different than having planning, regulating, and controlling done 
by other agencies, lAiether these are foremen, planning depart- 
ment heads, and so on, vbo are not essentially at the Interface 
between the individuals or the groups and the work that has to 
be done. They have other roles to play, and vrtien autonomy 
is introduced, a great many notions about management have to be 
changed. Part of the great headaches that we have is to work 
out yihat it means to manage under these conditions in order to 
have the developments take place. 

Now, why autcQDny? Well, we have found that the institution 
of autonomous behavior is very closely associated with the 
commitment of individuals to act ^en they need to act in a 
particular work situation. And if o\ir new technology says that 
the only useful social organization is one that will act when 
it needs to and not vhen it's instructed to, we have to satisfy 
this particular condition. It's also intimately linked to the 
question of alienation and satisfaction of Individuals and or- 
ganizations in the work context. And I, remember, am suinnar- 
izing a whole series of studies which were begun for different 
purposes, but all seem to point in this particular direction. 
So, autonouQr aids in satisfaction, and it aids in learning, 
and it aids In achieving what we're looking for in part in 
adaptation. 

Now, if \ie turn to the notion of adaptation, we raise 
a whole series of questions which are normally not raised. 
We raise questions about how individuals can learn, how organi- 
zations can learn, because, in fact, most of them don't learn 
now. They assign the learning to a specialized staff groxap 
as if that staff groiq? sitting out there were, in fact, capa- 
ble of doing the kind of learning that has to do with what's 
going on in the organization— how individuals and groups can 
grow, can adjust, can develop. It's these kinds of questions, 
then, that color both the context of what jobs have and the 
^ orgftnl7.at1on sti'ucbni-e Itself. 
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The third ca+.egory, variety, is worth mentioning because 
it has two particular meanings. The first meaning, of course, 
is that organizations and individuals don't survive psycholo- 
gically or in learning terms unless they are subjected to an 
environment which has variety in it. You all have heard about 
the e3q)eriinents with deprived environments, in fact, stimulus- 
free environments, in which individuals really are lost, or 
they disappear mentally from such environments or, in fact, 
they can't stand it and go into various forms of psychotic 
behavior. So, variety means something in those terms. It 
also has another meaning in social-systems terms. Variety 
is in fact a general requirement for aU intelligent behavior, 
which means that if we want to see any problem-solving take 
place, if we want to see learning take place, the assumption 
is that within our organizational unit or within the individual, 
as may be required, the requisite response capability will be 
present and will be required to match the potential variety in 
which the unit has to survive. So it has meaning in that case. 

Now the last category, participation; and here I am re- 
ferring to it quite differently than it's referred to in the 
cotmnon literature. Most of the Norwegian work very nruch indi- 
cated the contribution to growth, to development, to adapta- 
tion, to commitment to goals, of the process of widespread 
participation within the organization to both the design of 
jobs and the structuring of organizations. And in fact, the 
Hbrwegian series of developments go under a very funny ^^^» 
which in the United States sounds very peculiar; they call this 
"industrial democracy." We, of course, would not call it that. 
Industrial democraqr means something else here. What th^r re 
saying essentially, which is a goal that they came to, was, 
"Can we have the same form of behavior inside our formal or- 
ganizations that we find outside in the democratic setting. 
And the commitment to democratic behavior in Norway, of course, 
is terribily intense and these values have been drawn into the 
organization. 

So these are some of the general findings. You can't 
understand them very well without looking at some of the spe- 
cific reports. Most of these are referenced in the three 
sets of readings which will be published shortly, and which, 
I hope, you will find it interesting to look at. 



Now, within our research group at UCLA, of coiirse, if 
we have to learn by cooperating with organizations to help 
them solve problems, we have to work very hard to develop accei 
to organizations and to maintain a network with organizations- 
not only for ourselves, but for all other professionals and 
researchers across the United States and now in Western Europe 
as well. One of the very interesting developments, sparked 
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off by a series of training events and of growing understanding 
on the part of management, has talcen place in the last three 
to four years within Proctor & Gamble. I'm going to ask Barle 
McCurry, who's kindly substituting for Charlie Krone, to talk 
briefly about a particular development that he's engaged In, 
which is very significant. He's engaged in the development, 
essentially, of a social structure of a sj^stem of management, 
of a design of jobs, for a plant, a factory^ which does not 
yet exist, but will exist very shortly. It's precisely the 
kind of design, Joint design of the social system and the 
technological system, that I referred to before. 
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EXEERIENCS TA DEVELOPING 
AND DffLEIvENTIDIG A CCMPAIJY PROGRAM 

Barie E. McCurry 



The plant that I've been involved in is under construction 
at the present time and is due to begin production in the fall 
of this year. I've just returned from the major organizational 
design session, which v;as held in a technologically similar plant 
in the East. The design tean Tfas made up of all managers present- 
ly named to the new plant, or about one- third of the total manage- 
ment organization, and included first- and second- level managers. 
There was quite a bit of apprehension on the part of these groups 
as to whether they would really have any input into the creation 
of the organization design. By the end of the seflsion, every one 
of them had developed a sense of ownership in the design. This 
would tie back to what Professor Davis called management needing 
to be realty siqjportive of an organization in which they work. 

The planning stage of the session was co-lead by mj'-self and 
a central staff organizational development specialist and made use 
of systemic approach. The first stage of this approach was to 
identify thn environment that the group felt they would be working 
in. In other words, the plant was viewed as a system and the first 
stage was to develop an appreciation of this system's environment, 
both within the corporation and within the community— the political 
structure of the state and local area. 

In the second stage, individual statements of an ideal work 
climate were combined into a statement of an ideal plant culture. 
And they very quickly got off the idea of *Vell, ^t^e have to have a 
profitable organization." They said, "Okay. That's a given. We 
have to have a profitable organization." But they also said they 
wanted some freedom to move around in that organization, to take 
risks, to experiment, to try new things, to make decisions about 
how the total operation of the plant would go* They wanted to 
have a chance for personal gro^rth. They vmnted to have a culture 
that was supportive of them inside this plant, where the people 
they worked with would be helping them, would kind of pick them up 
if they fell down^ and they also wanted to be able to pick others 
up if they tripped. They wanted an openness in the organization 
that allowed them to discuss their problems freely without fear 
of serious professional repercussions. They were very mnch opposed 
to competition in terms of their competing with other plants, or 
in particular areas of this plant, con?)eting with each other. In- 
stead, they wanted to set realistic but challenging goals, then 
achieve them, coifipete against themselves. I think, overall, they 
wanted to break down the barr5evs beU^een rlepnvl'.meats so that 
everyone would have a pie^^e of the total action in this plant. 



The realization that this ia what they wanted and the fact 
thattlcy were allowed to try to design a system that ^^ould include 
these led to quite an exciting period, vhere the design team suh- 
grouped and three different designs were developed to achieve the 
kind of system they wanted • One design was hased on the plant's 
technologies (converting, warehousing, services, etc,); another 
was based on viewing the plant os separate organizations for eadi 
of the shifts; the third design was based on the process flow of 
materials through the plant. The resxxlt of these three designs 
gave them an appreciation of what their suh-group had failed to 
do, and the ensuing synthesis is quite exciting as it looks no\;. 

There will he no staff departments in this plant. All 
personnel will he working in production units. Each production 
unit xdLll he different in that each will he helping the others 
with some of the support services. The concept of a "joh" has 
heen kind of stricken from any records in this plant. We've 
spoken of skills and skill requirements, and are endeavoring to 
link up persons with skills Vlth skill requirements. It's heen 
an organic growth of the design, without any organizational chart 
in a way dictating how the system will function. 

The concept of autonotry has/oeen included in the very fact 
that each unit is atteiiipting to p=yi'orm everything it can without 
having to go outside its unit. The management's primary goal is 
training the work force, or production force, and, conceivably, 
within a year to a year and a half, our management needs will he 
cut in half. The idea, of course, is to ttirn over management 
supervision of the workers to the work force- Tne work force will 
then gain that autonoiny that it hasn't had previously. 

Inside these work groups no one will he assigned to a task- 
The work grovop will he assigned to perform certain functions, and 
whoever is best at a certain function may perform that function 
more than others. At the same time there will be rotation around 
these various tasks so that there is a chance for job enrichment, 
and also variety in what they're doing. 

This has been an evolutionary step for Proctor & Gamble. 
It's not the first plant they've had operating like this, but 
it's not like any other plant they have operating. The members 
of the management team that designed this system brought with 
them problems that they've had, things that didn't work where 
they were working previously, and they said, "how can we design 
a systan that will take care of these problems? " It appears to 
be quite an exciting preliminary design that they've ccore up 
with. 



h5 

It is not a final design because one of the realizations of 
the team has been that they'd want to design as little as possible. 
And they've been very successful in understanding the anount 
of design that was required at this stage and have left aB many 
of the specifics to be decided tipon when it's required in order 
to include as many people as ijossible. That will, of course, 
include the hourly work force once they are hired. This is a 
kind of stanmary pf where i;e are now. 
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A HATIOML INCOIvES POLICY 
FOR THE UMITED STATES 

R# A. Gordon 



I suspect that some of the thincs I'll say this afternoon 
are pretty obvious, but it may be worth levieving some of those 
facts and then go on to examine some of the implications* I 
think the basic obvious fact we start idth is the continuation 
of rapid inflation in wages and prices in the face of rising 
uneii5)loyraent . Although from past experience we should expect a 
lag in the rate at which wage and price increases slow doun as 
unen5>loyment increases, the lag this tiriie is exceptional. 

Economists, generally, and other e:cperts are at sometliing 
of a loss to e:q?lein vhjr wages and prices have continued to 
rise as rapidlj' as they have, indeed, even to accelerate the 
rate of incx^ease in the face of rising unemployment. One can 
only come to the conclusion that some underlying forces that 
determine hov unemployment is related towage increases, some 
of these underlying forces have been changing- -changing perhaps 
permanently, but changing certainly for the time beicg. 

Vlhat we have today, at least since the beginning of 1970, 
is much more of what's loosely refeiTed to as a cost-push in- 
flation than a demand-pull inflation. VJe've been going, during 
the last 15 to I8 months, through something which with some 
reason can be called a recession, a fairly substantial slowing 
down in the rate of increase of money demand euid an actual, modest 
decline in real output. But still, in the face of that, the rate 
of increase in wages and prices, until at least very recently, 
has shown little if any tendency to subside. Vlhere there are 
demand-pull forces still at work in the economy, tnoy are highly 
select! \re. In areas in which, for one reason or e^iother, there 
are restrictions on supply either impt^sed by institutional 
restraints of one kind or another or because of a natural limitation 
of supply of available services, as in the case of the medical 
industry, we do continue to have bottlenecks in the face of a 
marked retardation in the rate of eiqpansion of total demand. 
But in industries in i;hich there are these bottlenecks, as well 
as in industries in which there are none, i;ages and prices continue 
to expand rapidly in the face of an approximately 6 percent unem- 
ployment rate, the highest we have had in a decade. 

Now, as you know, it has become standard practice among the 
economists • -indeed, the voixi has even gotten to the nev/spapers - 
to talk about the relation between wage increases and unemployment 
in terms of something called the ftiillips curve, and I've put a 
couple of Phillips curves on the blackboard. They look just like 
the demand curves in an elementary economics te:ctbook. On the 
vertical axis is the rate of vrage inciease, how fast wages increase, 
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and on the horizontal bxLb, the level of unemplo^nt. The 
Ehillips curve says nothing more than the perfectly reasonable 
fact that the higher the rate of unemployment, as you oove to 
the right, the lover : ugbt to be the rate of wage increase, 
as you move dovmwarl on the vertical axis* 

How, when I say that some underlying factors have been 
at work to suggest that the relation between inflation and 
uneiaployment has changed, what I'm saying, in the economist's 
jargon, is that the Phillips curve has shifted. And it has 
shifted XQR/axd into the right, so that for acy given rate of 
unemployment on the horizontal axis we get a higher rate of 
wage increase and, therefore, a price increase today than we 
would have ten years ago. 

VJhat are some of these factors that have been at work? 
Well, let me say a bit about the statistics that we use to 
draw inferences about the relation betv/een the national 
unemployment rate and the rate of wage increases. First, 
something that, I think, we all know in a general way, but 
which we don't translate into discussions of this kind as much 
as we should: it is harder to maintain a 1*- percent unemployment 
rate today than it \ms 10 or 15 years ego, because of demographic 
changes. There has been a radical change in the age-sex 
conqposition of the labor force. Women have higher unemployment 
rates than men; teenagers^as you know, have much higher 
unemployment rates than adults. You are all familiar with the 
dramatic rise in the labor force participation rates of women 
that has bean going on in the post-^zar period. You are 
familiar with the results of the post"^;ar baby boom that began 
to flood the labor markets of the country with teenagers in 
the early 1960s. I estimate that today, just because of the 
change in the age - sex conqposition of the labor force, this 
alone is enough to make the national unemplojTaent i^te 0.3 
percent higher than it would have been in 1956 with the same 
unemployment rates by age and sex that ve nov have. 

In other ^;ords, without aiy worsening in any unemployment 
rate for any particular age-sex group, just the change in 
weights, weichtinc the high unemployment rate for vcmcn and 
teenagers of today heavier tJisn in 195^, makes the unemploj- 
ment rate 0.3 percent higher than it otherwise would have >:>een. 
What that msans is that when we seek to maintain an unemployment 
rate of k percent today, we are unloosing the same inflationary 
pressures that vould have existed with a 3.7 percent unemployment 
rate 15 years ago. And let's not forget that. One of the things 
that it suggests, among others, is the drastic neerl for a more 
efficient manpower policy than we today have, beciiise the answer 
to that is in good pai-t not thtough further infJ«-^^i:is dei-^and, 
but through pufshlng down the differential Xy high ur-amployment 
rates. 
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There is a counterpart to this chaiige in the age- sex 
distribution of the labor force that I have been tallcix:g about. 
Corresponding to the increase and relative iispox'tance of 
teenagers and vcnen^ there has been a significai.u decline 
in the relative supply of prioe-age adult men, rr<d this shovs 
up in their unemployment rates. In 1956, the national unemploy- 
ment rate was k.l percent; in 19^9^ to talce our last year of 
what we would call full employnent or better, the national un 
employment rate was 3-5 percent. That's a di -Terence of 0.6 
percent, or about a l/7 decline in the national uneii?)lojTnen'*"' 
rate. This is what happened to prime-aoe male unemployment 
rates: for males aged 25 to 3^^ the unemployment rate fell 
from 3.3 to 1.9 percent, not quite by half, compared to he 
1/7 decline for the national rate; for males aged 35 to kh, 
the rate fell fix>m 2.6 Ij l.k percent, nearJy by half; for males 
aged U5 to 5^, the rate fell from 3-0 to -^ercent, a full 
50 percent; and for males aged 55 to 6U, lell from 3-5 to 
1.8 percent, or again by almost 50 percent. 

These very low unemployment rates for prime-age males 
have sho\m up in pressure on wages. Indeed, in 1970^ ^^ben 
the average for the j^ar for the national uneaipluyment rate 
had Jumped to U.9 from the preceding year's 3.5 percent, in 
every one of these age groups except the 25 to 3^ group, the 
unemployment rate was less than it was in the much tighter 
overall labor markets in 1956; and in the 25 to 3^ groun, the 
rate in 1970 was about the same. In short, because of age- sex 
changes in the composition of the labor force, we have more 
bottlenecks and tighter labor markets for particular parts of 
the labor force than we had 10 or 15 years ago for the same 
national unemployment rate. 

Hcnf, just by way of a footnote, I might mention there 
are a couple of other ways in which the official statistics 
have to be adjusted, if you want to ask yourself what are 
the inflationaiT implications of, say, a k percent unemploy* 
ment rate, or a 3.5 percent rate, or a U.5 percent rate, or 
a 6 percent rate. First, there was a cliange in definitions 
in 1967, which hacl the effect of re(?ucing the national unemploy- 
ment rate by about .15, so that a k percent rate before became 
a 3.85 percent rate from 1967 on. As far as I can make out, 
that's the chief reason why in the 1970 Economic Report of the 
President the figure of 3*8 percent was used, rather than 
k percent, in defining the full employment goal. The second 
point to remember is that there is a ^7ar going on in Southeast 
Asia, and the United States has conscription. There has been 
a net increase of 300,000 in the armed forces during the lest 
four years. Some of these young nen nov in the am^d services 
would be unemployed ^;ere they in civilian life. I estimate 
this adds about one tenth of a percentage point to the official 
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unemployment figures* You add them \xp, 0.3 plus 0*1 minus 0.15, 
and you get a1x)ut a quarter of a percentage point in increase. 
So, when we talk about a k percent unemployment rate today, that, 
presumably, has the inflationary implications of a 3.75 percent 
uneinployment rate ten years ago. I thought this was worth 
mentioning. 

Now, there are some other factors that have been at vork. 
I've been talking about changes in the composition of the 
labor force and how to interpret the statistics. I would like 
to mention two additional underlying factors which, I think, 
have been shifting the Phillips curve \xp to the right. The 
first is the cumulative effect, and I would emphasize cumulative, 
of the rise in prices over the last five years. When we write 
equations for the Fhlllips curve, we s^ timX the rate of change 
in wages is the function of, depends on, the current unemploy- 
ment rate, the rate of increase in prices, which enters, of course. 
Into collective bargaining contracts, and maybe some other factors. 
But the way price increases enter Into wage settlements ani wage 
determination in the market is an accumulative vay. One year of a 
3 percent rise in prices doesn't have the same effect on an 
Increase in v/ages across the board as two, three, or four years 
of 5 percent increases in prices, or prices that have been rising 
first at 2 percent, then at 3, then at k, and then at 5 percent. 
So, we are suffering in 1970-71 from the cumulative effect of 
past price increases, and this lag, cumulative effect, is showing 
itself in 1971 to a considerable extent offsetting the rise in 
unemployment that has occurred in the last I5 months. 

The next point I'd have more dlfficxaty in proving, although 
I've done some experimental work on it, ani that is that not only 
do past price increases have a cumulative effect, but I would 
also argue that sustained periods of low uneoploynient have a 
cumulative effect. The aillips curve relates todcy's change in 
wages to today's unemplc^ment, or just last year's unemplojiaent, 
depending on whether you lag the relationship or not. Mw, I 
would maintain that f oiu: years of sustained low unenplc^ment of 
h percent or less, such as we had from December 1965, when the 
unemployment rate fell to k percent, through December 1969, when 
it was 3»5 percent, a sustained period of very low uneioploynient 
like that again has a cumulative effect. You can see this in 
various European countries, by the wey. Sustained periods of 
low uneinployment give birth to rising aspirations on the part 
of xabor, to the expectation on the part of emplpyera that one 
needn't fear prolonged periods of falling or sagging demand, 
and to the belief, of course, that has been growing all through 
the po?t.-war period over the last generation that all governments 
are committed more or less to a policy of full employment. 



50 



Ilov, the Ifeited States was the only country in the Western 
world that went through a pre-war type of business recession 
at regular intervals, in the late l^Os, the 1950s, then 196O-6I. 
And it wasn't until the end of I965, really for the first time 
since Korea, -vrhich was a long tiire ago, that we got down to below 
k percent unemployment. And then we stayed there for four years. 
You may not have counted back, and therefore be interested in this 
idle statistic: four years of k percent or less unemployment is 
the Ionise st period of such low unemployment that the United States 
has experienced in peace time in the twentieth century. We had 
one longer period, half during 'v/orld T/ar II when we had controls, 
then extending into 19^*6, 'h6 when we had something close to 
a runaway inriation reflecting the pent-up deaands of l/orld \/ar II. 
That long a period of very low 'inemploym^nt tends to cumulate, 
so that the same unariployment reAe breeds more inflation tha longer 
that period lasts. 

MeH, the result is that compensation per man-hour has been 
rising at an uncomfortably rapid rate, about 8 percent during 
the last year, significantly higher than in the preceding year 
when unemployment was lower. The expectation seems to be fairly 
general that there will not be much deceleration in 1971> and 
this, of course, feeds into price increases — the important 
difference being that \re may have more of an increase in productivity 
this year than we had last. 

With an unemployment rate around 6 percent, there is general 
agreement, even flx>m people that I would be inclined from my 
biased point of view to call conservatives, that an expansionary 
monetary fiscal policy is required for 19J1 in ojrder to bring 
down the rate of unemployment. Indeed, it is clear -and the 
•iJhite House has as much said so—that if I4r. Nixon is to have 
a reasonable chance of being reelected in November, 1972, the 
unemployment rate must be down to U.5 percent by July, 1972. 
Period. This calls for expansionary policies at the aggregate 
level. Does this mean, therefore, not retarding inflation but 
accelerating it again? If we » re to have an ejqpansionaiy monetary 
fiscal policy during the next year and one half, and if the 
government is pledged to reducing inflation, what means are 
available to us? 

It is because of this conflict and contradiction—general 
agreement on the need to bring do^m unemployment and the wide- 
spread confviction that we must also do something to reduce the 
rate of inflation — that one hears on ^11 side^ increasingly 
talk about the need for a national incomes policy. And it is 
surprising, in vie\-; 01 past history, to see over how wide a 
range of the political spectrum one hears suggestions emerging 
as to the need for a national incomes policy of some sort. 
Indeed, some of the groups in political circles who were most bitter. 
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most vehement, in opposition to the wage-price guideposts of 
the Kennedy* and Johnson Administrations are now amcuB the 
strongest advocates of something to he called an incomes 
policy under the Nixon Administration. 

It's own view, and I offer it as nothing hut a personal 
viexv^ ^fith such limited docxxmentation as I can provide in a very- 
short time, that we do need a national incomes policy in the 
United States, and the sooner the better. I would advocate 
the setting up of a vrage^price and incomes hoard with very 
substantial porrers. I would be opposed to a congpulsory wage- 
price freeze; indeed, I wonld be opposed to conpulsory wage- 
price controls either on these bases or on a selective basis • 
Perhaps ^at's wrong with me on that point is that I remember 
too well the attenpts to make price controls work dturing World 
War II, and again on a limited basis during Korea, the red and 
blue stangas, the slipping of goods under the counter, and all 
the rest. To try to go through all that in peace time is more 
than, at the moment, I, as an individual more so than as an 
economist, am prepared to recommend. Ifowever, I do recommend 
that we try an incomes policy without legal coupulsion, but 
with all the other kinds of cocpulsion we can bring to bear. 
I would set xsp, whatever you want to call it, an incomes board, 
a wage-price and incomes board, a national incomes commission— 
I'd be against the word commission because that suggests that 
it isn't going to do anything—and I would give it a great deal 
of power. It should be as independent of the Administration as 
possible; I do not believe that the Coiuicil of Economic Advisors 
can do the job or any other established agency of the Administra- 
tion. 

Such a prices and incomes board, or wage-price and incomes 
board, should make public statements as needed. It should use 
every release of official statistics about prices and wages in 
which there have been rapid increases to offer general warnings. 
It should set out some general guidelines, or to use that nasty 
word of 8 or 9 years ago, guideposts. I was one of those who 
advised the Council of Economic Advisors in the Johnson Admini- 
stration to give up numbers, like the old 3*2 percent. But I 
think that in the present situation we probably need some numr 
bers or at least some formulae, and I would prefer formulae 
to fixed numbers to apply across the board. Now, I have no 
fixed formula, or set formula, to propose to you this after- 
noon. What I have in mind is something of this sort: that the 
incomes boards or price-wage and incomes board, should announce 
publicly and drum up all the public sxxpport it can get for a 
formula in which new wa^e settlements woulC be based on some 
percentage of average price and productivity increases 
over the past X years, 3 years, 5 years, and whet not, with an 
adjustment for wage settlements during that period. I'm think- 
ing particularly of a grotqp like the construction trades, who^ 
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if there are any representatives of them here this afternoon, 
have been getting away with murder, and all pressure should 
be placed on them to settle for less than the general formula 
that would apply to other industries, other occupations, in 
which wage settlements have perhaps not even kept vap irtth the 
cost of living. I would authorize and encourage this price 
and incomes hoard to consult with the parties at interest in 
advance of major settlements, trying to induce labor to make 
moderate demands and to stiffen the backbone of en^loyers as 
needed. 

After settlements, I would give maximum unfavorable pub- 
licity to those settlements which the board considers to be 
highly inflationary. And both sides should know that the 
board would do this, in advance, and the board should have a 
liberal budget from Congress for publicity directed to this 
end. Similarly, on the price side, the board should give maxi- 
mum unfavorable publicity to tuxwarracted price increases, and 
it should participate, vith the help of the President, in 
behind-the-scenes am? twisting in the case of inportant price 
increase? or threatening price increases. But I don't think 
this is enough. The board should also be organized to work 
closely with the manpower authorities, in order to encourage 
increases in productivity, including directly attacking local 
restrictions on entry into trades and occt5)ations and state 
and local regxilations that seriotisly hold down productivity. 

Now, we do have a national commission on productivity. 
One seldom hears of it, or about it, and I don't know what it's 
doing. I*d like to see, as a part of this prices and incomes 
board, a productivity cotrmission i/ith teeth and determination 
to act or have this as a part of ay prices and incomes boart. 
Also, and I've suggested this, this board should work to break 
the mar5>ower bottlenecks in various ways, including accelerat- 
ing the Tq)grading of workers, loosening union restrictions on 
entry, improving our system of apprentice training, shortening 
atpprentice periods, and so on. 

The board ought to be encouraged to lobby for changes in 
national laws and regulations, and state laws and regxilations, 
as they ingpede advances in productivity and artificially restrict 
supply. And to show you how far I'm up in the clouds, I would 
look itpon ny prices and incomes board as having one of its obli- 
gations to lobby Congress to do away with oil quotas, oil im- 
port quotas, meat import quotas, and other restrictions on 
supply from abroad imposed by lobbies for particular interests. 
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Nov, I'd like some advice and counsel from the representatives 
of labor here* It would he nor guess— and I may he wrong— that such 
a hoard, set up \rlth such authority and such instructions might not 
have the cooperation of lahor, and if labor were invited to approve 
a representative or representatives to serve on such a board, labor 
might refuse* If labor did refuse, I would then gp for a nonparti- 
san board T/ith neither representative of labor nor employers on it, 
but I v;ould go ahead* AxKi then I would propose that at the end of 
two years the situation be reviewed, the work of the board evaluated, 
and Congress then decide whether to get rid of it and go back to 
letting the market behave with no interference or to continue it, 
perhaps uith even stronger powers. 

VJhat are the alternatives? One alternative is to go after 
unei!5)loyment, getting it down to k percent or so by 1972 and 
risk an even further acceleration or rate of inflation. Now, I 
happen to be in a veiy smedl minority who think thf^re are va^s 
of coping with inflation besides increasing unemployment, among 
them putting virtually all contracts on a purchasing-pov/er basis, 
including savings accounts, govenmient bonds, annuities, and you 
name it. But this is not likely to happen. And even if that were 
done, thei^ vould be a \'Uriety of inequities out of rapid inflation 
that you are all familiar with. But continued and possibly further 
accelerating inflation is one altenaative. 

The only other alternative I see, if we can't come up with 
an effective incomes policy and insist on bringing doira the rate 
of inflation to less than 3 percent, is for iir. Nixon to give \xp 
any hope of being reelected in 1972 and take a 5 or 6 percent 
unemplo^Tnent rate indefinitely. 

Thank you. 
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I^ATIONAL INCOMES POLICY AI!D ITS IMPACT 
ON lABOR-MANAGEMEKT RELATIONS 

Frank L. Fernbach 



Our subject is surely broad enough to encoicpass almost 
all the problems that beset the American econonor. At the out- 
set, some definition of the concept of a "national incomes 
policy" is in order. Thereafter, it seems appropriate that 
some judgment be rendered about the wage-price gvldeposts pro- 
mulgated in 1962, the causes of inflation, and the consequences 
of the economic stabilization efforts of the Johnson and Nixon 
Administrations. Finai:^, it also seems appropriate that a 
speaker on this subject should confide his own "game plan" for 
concurrently achieving and sustaining adequate economic and 
job growth and price stability, too. 

Scholarship dictates that none of these relevant aspects 
of our subject should be sligbted. Yet the program dictates 
that the maximum allotted time is precisely 20 minutes. I 
shall use ny remaining I9, therefore, quickly to summarize the 
general views on these matters of organized labor, as I under- 
stand them. If your appetite is sufficiently whetted, more 
is available in several detailed reports and statements of the 
APL-CIO. 

To begin with, the tem "national incomes policy" seems 
to mean many different things, depending upon the user. For 
many it aopparently means solely ^age and price controls, man- 
datory or voluntary, and with aspecial engphasis upon wages. I 
would characterize Professor Gordon's views as fitting irtthin 
this wage-eiEphasis category. 

For labor, however, a national incomes policy means pre- 
cisely what these wort's inply, a policy covering all forms of 
income, not merely x^rages and prices, and encongpassing the entire 
nation. In fact, as long ago as February, I966, as military 
outlays for Viet-Nam were quickly rising, the AFLJJIO made the 
following statement and has reiterated it many times since: 

"If the President determines that the situation warrants 
extraordinary overall stabilization measures, the AFL-CIO will 
cooperate, as long as such restraints are equitably placed on 
all costs and incomes... including all prices, profits, dividends, 
rents, and executive congpensation, as well as employees' wages 
and salaries. We are prepared to sacrifice as much as aryone 
else, for as long as anyone else, so long as there is equality 
of sacrifice." 



55 



This insistence that all shciald share the burden of in- 
come restraint reflects the fact that fe\7 workers benefit by- 
inflation and the great majority siiffer from it* Actually, 
the real buy5.ng pc^w-er of the weekly after-tax earnings of 
the a^'srage nonsapervirory worker in private noni'arm eirploy- 
ment, a grc»:p of aro»rb 1^3 million people, declined in 1970 
for the secctid corr,3cr.t:'.v3 year. It was loss than in I968 
and e^yen "bslov 1?65. Horever, these unfortanate circumstances 
have not touclied all »rlement of the population. A few, in 
fact^ thrive upon Inflation. 

Vlhat is irore, by oarly I966 labor had learned from hard 
experience how ineqa5.hab.le the wage-prdce guideposts conceived 
in 1962 actually tui^ied out to be. This was trae for several 
reasons; 

The single maRrlc productivity-growth figure chosen as 
the g-aidelir*9 to mear/ore how high wages cov.Vx ris?-the figure 
of 3.2 percent, was, in our j'li^gment, understated. 

^53reover-. while the formula established a proposed wage- 
increese £ei'u.ng, achieving it was by no means assured. If 
workers were unorgardzed or their employers' profits were 
scant, many sisaply got less, or nothing at all. 

In addition, newly organized workers and those deprived 
of the guidepost-approved gains in prior years for whatever 
reasons, were not granted a "catchup" under the formula. 

T^hat is more, the guideposts made no a3-lowanc9 for inter- 
industry or intra-iudustry wage inequities or allowance for 
change?: in the reiaoive shares going into wages and profits 
as a conseyioncc cf the value added in the producxion process • 
These relationships were frozen under the guideposts. 

Furthermore, a critical guidepost weakness was its failure 
to make allowance for rising prices. 

Finally, while the voluntary guidepost policy contained 
a precise guideline covering workers* compensation, and a less 
precise one for prices, there was no guideline at all for pro- 
fits, dividends, rents, executive compensation and other forms 
of income. 

It is noteworthy that the setting of wages, even in the 
absence of guideposts, involves very real built-in restraints 
upon labor. For nnorganiz.ed workers wages ate governed lay 
marketplace factors, plus the impulse— rather natural— of 
their employers towards restraint. Under collective bargair- 
ing it takes two to make a bargain and in the larger industrial 
establishments—in steel, for example— often three. Gxiideposts 
or not, the federal government's presence at the bargaining 
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table increasingly has become a fact of life. Fiirther re- 
straints itpon labor are imposed by the climate of business 
conditions when collective bargaining occurs, realization of 
the suffering imposed on vorker?3 during protracted strikes, 
and by the long durations of most agreements, once signed. 

Price setting, on the other hand, involves few built-in 
restraints, except for business conditions and the often 
diminishing impact of competition, moreover, prices are set 
unilaterally, generally with little or no advance notice. 

Clearly the wage-price guideposts— while perhaps a use- 
ful academic exercise— were neither equitable in real life 
nor administratively feasible in our vast continent-size 
economy with its 150,000 collective bargaining contracts 
covering tens of thousands of separate workplaces, each with 
its own special problems and circumstances. 

Some have pointed to how "successful" the guideposts 
were, because from I96O to I965 the rise of real employee 
compensation lagged considerably behind the increase in pro- 
ductivity. VJhile total private output per man-hour increased 
at an average yearly rate of sbout 3*6 percent, the buying 
power of employee compensation per hour in the private econ- 
ony increased only 2.9 percent, nonsiapervisory workers lagged 
even further behind. 

The sluggish gain in real worker earnings from 19o0 to 
1965 was accompanied by a drop of 1.6 percent in unit labor 
costs of industrial goods. Nonetheless, wholesale indus- 
trial prices rose 1.7 percent, reflecting rising profit mar- 
gins per unit sold. Thus, the rapid profit rise during the 
first half of the 1960*s was underpinned not only by a rising 
volume of sales and the failure of workers to share adequately 
in the benefits of productivity gro^rth, but also by the 7 per- 
cent tax credit enacted in I962 and by unjustified price 
raising, too. From I96I to I966, aggregate corporate profits 
after taxes skyrocketed from $27 billions to about $50 billions 
achieving the highest return on owners* equity in modern his- 
tory. Here, indeed, was evidence not of vage-caused infla- 
tion but of profit iaf? x ation. I^hat is more, the accelerated 
depreciation allowances, also approved in 19^2, fueled a record 
brcalcing corporate cash flow, as v;ell. 

At the same time that the profit and cash flow rise 
was igniting a one sector capital investment boom, the Viet- 
nam war further spurred an econony already overheated . 

For all of us of course, foresight tends to be more elu- 
sive than hindsight; we all recognize today what should have 
been done in 1^ if, indeed, the extent and duration of our 
military involvement in Viet-Nam could have been foreseen. 

erJc 
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It is useful to recall that imediately after the Korean 
War broke out a decade and a half earlier, a wartime excess 
profits tax was speedily enacted, and general tax increasea 
and other stabiU.zation measures quickly followed. In the case 
of Viet-Nam, ho\7er/er, we remained economically immobilized. 
Wo excess profits tax was enacted to help albeit both equity 
and price restraint, and the overall surta:: was not adcpted 
until mid- a 968. Inevitably, the pace of the chain reaction 
of rising prices accelerated and labor, in turn, was forced 
to seek redress through higher wage settlements as beet it 
could. 

Although by I968, the President's Cabinet Committee on 
Price Stabiiiby and his Advisory Com::r!.tte3 on Labor-Management 
Policy were both belatedly urging thv-^ use of morc^ effective 
tools with which to fifrht inflation iXu'ing I'resident Johnson's 
final year in office the C.P.I, rose U.8 percent, a peak for 
the decade until then. 

I feel constrained not to be too critical of the economics 
of the Nixon Administration because its "gejiic plan" seems to 
be changing swiftly and at some point a new policy mix Just 
might turn out to be right. For the first two Nixon years, 
however, the plan has merely succeeded in trading off lees in- 
flation for more inflation and has tran.si"*o>'.ned re.isontibly full 
employment into the highest le;el of ^oblei^sness m n'^nrly a 
decade. And, to help acH^eve these in^lo-rious results it pur- 
posefully induced the highest interest rates since the Civil 
War. I am not sure whether future ideologJsts will fc^k to 
credit this disaster to guidelines enmerated by Adam Smith, 
Lard Keynes, or a mixture of both. Call it what you will, it 
hasn^t worked. 

It is now evident that producing an economic squeeze and 
rising unemployment are easy enough to ach^.eve by the applica- 
tion of fiscal restraint and tight money-high interest rate 
devices. But the hoped for Philip ^s curve "trade-off "—the 
long sought checkrein on prices—has eluded us and at least 
some of the reasons are now evident. 

First, the new Administration seemed in early I969 to be 
signalling by its own actions tnat the decj-'red war on infla- 
tion was not to be taken too seriously. 5or example, it voiced 
no objection at all when the 91st Congress increased its own 
salaries by over ko peivent and the Prenident's by 100 percent. 
In the face of this soli' -indul.'^o nee, the reported mere 9 per- 
cent annual increase in the salaries of corporation executives 
over recent years was^ indeed, restrained. Moreover, the new 
President quickly ai^sured the business community that it need 
not fear the embarrassmont of VJhite House "jaw-boning" in 
response to upward pricing. 
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While the deliberately itictilcated economic squeeze was 
calculated to produce price restraint, it didn't do so, as 
Professor Gordon has pointed out. Actually, the slowdown 
siqppressed the rate of productivity rise and thus encouraged 
rising unit production costs. Moreover, soaring interest 
rates also helped raise costs and prices all along the line, 
from the farmer and manufacturer to the wholesaler, retailer, 
and consumer. 

After two years of failure—with rising unemployment and 
unabated inflation— the President has anncxinced a turnabout: 
rapid economic and job growth now is to be pursued and a cooling 
of inflation, tuo. The objective of this revjused game plan 
surely accords more fully with public desJ.r»:»s. Yet, vhile 
changing the dr^rectior. of monetary and ficcrl policy can indeed 
spur the economy vD£>vByd^^ a simultaneous slowing of the pace 
of inflation just sounds too good to be trae. 

Nevertheless, the record shovys that the first recovery 
year after acnh of the four previous post-TJorld War II recess- 
ions, produced botht-nnd I repeat, both-- a rapid G.K.P» rise 
and relative price stability, as well. This latter good for- 
tune occurred, in part, because lower interest rates and rising 
productivity and plant utilization efficiencies helped check 
unit production costs. These factors, plus lesser expectations 
of rising prices, reduced the impetus toward higher prices. 

A real effort now to raise industrial production quickly 
from the 72 percent operating rate of the last quarter of 1970 
can reduce the ntmiber of jobless quickly and, simultaneously, 
may also induce cost-price restraint. However, additional 
anti-inflation efforts to restrain cost rises in particularly 
sensitive areas must also be pursued if C.P.I, stability is 
to be achieved and sustained. 

But the first concern of labor is that the Administration's 
recovery undertaking is giving evidence of falling far short 
of ac>iieving the anno^.niced 9 percent G.N.P. gro^^^h, scheduled 
for 1971. To assure at least this level of ecorKioic t^turn 
the AFL-CIO is urging the Congress to do the following: 

1) F-uxiy fund existing federal programs vital to the 
public w^lfare, primarily in tlie areas of education, health 
and houbing. 

2) Reinstitute a temporary, but substantial, accelerated 
public works irogram to provide jobs in areas hard hit by a 
decline in defense production and by the business recession- 

3) Help the states and localities finance 500,000 public 
service jobs for the unemployed, and 
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k) Raise the con8Uiq;)tlon ability of the aged and the un- 
einployed by increasing Social Security and Railroad Retirement 
benefits by 15 percent and by extending uneiH)lx>yinent con5>en8a- 
tion benefits for the long-term Jobless inanediately. 

What is n»re, an increase in the real buying power of wage and 
salary earners is also vitally important to underpin adequate 
economic growth and to ensure working people a fair share in 
the benefits of economic progress. 

All these undertakings are intportant for rapid restora- 
tion of jobs and more equitably to distribute the economic 
growth dividend. However, additional special efforts are 
assurfedly necessary to help restrain long-term living cost 
increases in aeveral areas of vital concern to the average 
American family. These include: 

Housing t The benefits of modern technology, the end of 
archaic building codes, reduced lat«i prices, and lower financ- 
ing costs must now be brought to home buyers. The direct 
wages paid to building trades workers are, indeed, high on a 
comparative hourly basis— yet it should be noted that they re- 
present but 18 percent of the total cost of new housing. 

Medical Services; Skyrocketing hospital costs and doctors' 
fees long have been key factors in the living cost rise. A 
vast expansion of medical and nursing schools and medical 
facilities and the development of more efficient means to de- 
liver medical services are vital. A greater effort to meet the 
problem of the excessive "market power" of medical practitioners, 
as reflected by their excessivly high fees, is also urgent if 
health costs are to be restrained. 

Transportation; Along with the growing inadequacy of ur- 
ban transportation, its cost to users has been rapidly rising. 
This important living-cost factor should be checked by sub- 
sidized fares if need be. 

Insurance: A restraint in these costs to the average 
family is overdue. This is surely true of auto insurance, the 
cost of which, particularly when coupled with greater auto 
safety, should be coning down. 

Food; Farmers generally receive only a small part of 
the retail price of food. Nevertheless, government farm aid 
efforts should be geared- to supporting higher farm incomes, 
not higher prices. In addition, the impoEition of higher food 
costs on ghetto residents by retail chains should cease. 
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Credit : The blunderbuss periodic increase In interest 
rates throughout the entire econony to hold aggregate demand 
in check does great harm despite its rewards to bankers. The 
AFL-CIO has urged the Congress to direct the Federal Reserre 
Board to channel available credit, >Axen need be, vhere it viU 
best help meet national priority needs and to curb its availa* 
bility for land speculation, business mergers, conglomerate 
takeovers, and investments overseas. Moreover, preferential 
lower interest rates should be arranged to help finance urgently 
needed community facilities, health care projects, and low in- 
come housing. 

All of these kinds of structural changes are, indeed, 
needed if the hope of achieving and sustaining more stable 
living costs is to be realized. And I >;ould add, of course, 
we also need esqpanded manpower training and entrance into the 
trades in proportion to esgpanding job expectations. 

Increased imports are frequently cited as a sure inflation 
cure. However, the United States already has ventured far in 
this direction with great injxrry to some and too little benefit 
for the many* In this era of multi-national cozporations, 
fairer rules of trade in terms that safeguard our own national 
well-being, not just trade which is freer, is the essential need. 

Finally, it may be asked, is the future hopeful enough 
that it may be possible to forego the itiposition of income 
controls? I can only say, "I hope so," for the reasons al- 
ready indicated. 

I cannot foretell whether the Administration will take 
sxifficiently vigorous action rapidly to restore economic and 
job growth, Aether the hoped-for dividend of declining unit 
production costs will follow, or whether business will or wiU 
not revert to its professed belief in accepting minimum pro- 
fit per unit of product and maximizing aggregate profits by 
shooting for a constantly rising voltme of sales. I cannot 
help but TOnder if McGraw-Hill's recent forecast of an 11 per- 
cent industry-wide profit gain in 1971 and * ab 20 percent rise 
predicted by the Council of Economic Advisors have built in a 
presumption of reasonable profit restraint as part of a 
business contribution to the var on inflation. I think not. 

Parenthetically, the aerospace industry, unfortunately, 
is not included in this profit rising speculation. Regret- 
fully, McGraw-Hill anticipates an 8 percent profit falloff in 
the industry. And, by the way, while so many are concerned 
about evolving some theory of fair wages in magic numbers * 
and formulas, what indeed should America consider the guide- 
line for a fair profit? I think this question needs to be 
iuswered. 
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In conclxusioni It is necessary to add that the liqpositlon 
of an Incomes policy upon the Ai&erican people has succeeded 
only under the sitreBs and patriotic restraint of war tine* 
To seek to lopleisent such a policy novr^ in the face of the 
conplexity and diversity of our econotry and the general state 
of public opinion^ seems to me unrealistic* But I repeat 
again^ if a national income strait jacket is to be inposed, 
we of labor will seek) in equity^ that management^ stockholders 
doctors, lawyers^ and professors, also put that straitjacket on 
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A BUSriESS ECONOMIST'S VIEf 
CP NATIONAL INCOMES POLICY 

Harry R. Biederman 



I am pleased to be here today and to be able to parti- 
cipate in this distinguished panel, and I'm happy to hxing 
you not only ra^/' ovn thoachts, but those of other business 
econoidsts. Maybe some of you are only now recor^nisjrg 
that there is a group of economists that identify/ ther^-^clves 
as business economists; they do exist and ore ac^ociatcd in 
what's called the national As;:ociation of Business Economists. 
V7e heve on the order of 2,000 membe/3 in nctionsl and local 
chapters, and these people are working mainly in business as 
advisors to management, some of them as management. 

I've described this noble group not merely to warm your 
hearts and make you sleep more comfortably tonigiit, but 
bec^ure it's this group, the National Association of Biiciness 
Eccnomists, that I've surveyed in trying to find out wi\r;t is 
their view on incomes policy. We sc:it out about 3^0 fo/ms 
and received back about half that number as ans^^rors. '^■h 
aske<? jich rejponr'ent for his cvm opinion of what should be 
incomes policy, and we asked for his guess os to v;hat his 
management's vie\/ was. I'll go over the choices that wore 
offered to the pf.ople, and I«d like a shov: of hands lat^rr on 
what your ovm choice is so there will be a test at the end 
of this explanation as to what the choices were. 

The possible government actions that we suggested vrere, 
(1) a hands-off policy, which was ex-pressed Just atoat that 
way; (2) lijdting actions to monetary and Tiscal policy \rith 
urging that people accept them; (3) a provision of quantita- 
tive guidelines by the Administration; (k) the guidelines 
with teeth, that is, addeJ teeth to these guidelir?es~iind 
there we identified such things as the use of the government's 
purchasing and selling powers, liberalizing import provisions, 
intertiret regulations more strictly, and, I think, that the 
board that Profesecr Gordon suggested would come in here, al- 
"•"^ough we did not specifically mention the-ji. If we had, the 
1 isults might have been different; (5) terr^)orarj' wage and 
price freeze; and, (6) w&ge and price controls. These were 
the six choices that we gave the people. 

Now if you would cooperate, it would be interesting to 
see here how matiy of you favor a complete laisse'*:-f aire policy 
on the part of government? Nobody. All right. Lir/dting 
action to monetary and fiscal policy, such as we had until 
recently? Adding quantitative guideposts? We've got about 
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3 people on this. Now, I want you all to vote; so far we We 
got three voters, and they're all in this coliunn, Guideposts 
plus teeth, some enforcement? Okay, I would say this is the 
majority of those present • Teuqporary wage and price freeze? 
Some would go that far. And wage and price control? Ok^, 
a few there. All right, well the overwhelming choice of the 
group here is No. (k). 

Let's see what the answers were from the "business econo- 
mists. There were a few who said hands off, laisses-f aire. 
^fonetary and fiscal policy— a fair number, it ranked second. 
The guideposts-- about half as many as for monetary and fiscal 
policy. Guideposts with teeth— this was the group's choice, 
again agreeing with you, although not as strongly as it was 
here today. A freeze— a very small nuniber. And contirols—a 
very small nuniber. So this was the distribution. It seems 
to me in looking at this that some of them were reluctant, a 
number were reluctant to go beyond this i)oint. But once de- 
ciding to go past monetary rnd fiscal policy, most would go 
as far as to have not just the guidepost, but guideposts plus 
some enforcement actions. 

Now let's look at their view of their management. We'd 
like to know what management thinly, and this is ^*at these 
people thought. We coul" have said that the economists and 
the managements had the same view, but the economists didn't 
think so. This is the economists' view cf management: 52 
percent prefer monetary and fiscal policy only; a declining 
number, 25 percent prefer guideposts; and 16 percent^ guide- 
posts with teeth. So, the economists thought there was a 
different distribution. 

The survey form--I didn't call attention to it— but it 
had on it space for people to comment. I just wanted to give 
people a chance to say what they thought, and I was surprised 
by the results. About half of the respondents did choose to 
make comments. And while they touched on many subjects- 
foreign trade, wage and price review board, construction in- 
dustry, the importance of timing, that policies cnange with 
time— more than a third of the comments, and by far the great- 
est concentration, was in the area O'^ labor costs pressures. 
Since we're concerned here with industrial relations, I'll 
recite some of these remarks. Hot that I agree, ny own views 
are weaker than the e3q)ressions you'll find here. I'll read 
some of these remarks that came in. 

The power of labor has thrown out of balance the 
nomal prices in the econony. A period of wage 
and price stability through government intervene 
tion is necessary to break the spiral. 



The momentum of cost-push in unionized sectors must 
be broken. Construction is the worst offender. 

A reorganizing of legislation which has become 
too pro-labor; if wages are back in line, prices 
will take care of themselves. 

Longer-range solution must include a diminution of 
labor's bargaining power in a few industries, such 
as construction. Limit the power of unions and 
institute programs to increase the supply of labor 
where it has been artificially restricted. 

I don't mean to imply that unions should be made 
ineffective, only that the balance of power between 
labor and management should be restored. 

CoTi?>ulsory arbitration in industry is involving the 
public interests. 

I'm groi/ing very pessimistic about the success of 
anything less than wage and price controls. Can 
labor cost be controlled by guidelines of ar^- type? 

Repeal the Davis-Bacon Act. Don't raise the mini- 
mum wage law. Repeal con^nilsory labor and union 
bargaining laws. The domestication of the labor 
movement is the largest and totighest domestic econ- 
omic problem. We may be seeing the death of freedom 
as we've known it* 

Well, all right, this fellow is going farther than the 
others, but i/hat do we read from these other comments. As I 
say, I hadnH anticipated what the comments would be. I don't 
think they're simply an expression of anti-unicn feeling that 
is alirays present in sor*e segcoents of the population. I sus- 
pect that the wage-price push ve have now is causing people to 
look with great concern about the powers tliat ui'lons have, and 
to wonuer about this. I don't think that ohis period will see 
an undermining of collective bai'gaining rif^hts; I don^t think 
that'^ at all likely. B'Jt it is interesting to see the strength 
of some of these remarks. 

Now, let me turn to my ovm choice and to try own comments. 
I share with you a preference for No* (h), 1 think guidelines 
plus teeth, and I certainly would include the wage-price board 
actions, and perhaps go as far as Professor Gordon sug-ested 
in this; whatever you can do short of controls, T think is de- 
sirable at this point* VA like to focus for the balance of try 
remarks on what the present Adininist rat ion's policy is as far 
as guideposts and teeth go, and to coniment on those. 



65 



Actually, the present policy was very veil delineated, some 
of you maj'- have heard it, at Town Hall on March 9, a little over 
a week ago. Secretary of Labor, James Hodgson, spoke there, 
and he outlined the current policy. During the question-and- 
answer period, I asked Jim, who is an old associate of mine 
at Lockheed, a man I respect very greatly, asked him a question, 
and I'd like to repeat the question now and let you hear directly 
his reply. The question was, "Secretary Hodgson, what would con- 
stitute a responsible wage demand?" 

"I would think that the last thing a public official would 
want to do is get into specifics on exactly what is the point 
along the diBxasl spectrum that things become inflationary 
versus noninflationary. I think we can say that one of the 
places you start with this is with some of the general observa- 
tions I made about productivity and inflation. Certainly, 
any increase that is substantially beyond an increase that 
is a total of more than the productivity increase and the infla- 
tionary increase of the recent past can be considered heading 
toward inflation. B\rt we don't believe that that's the way we 
should go about this, by defining ^at is an inflationary in- 
crease . We believe we should take a look at those areas on 
both the price side and the wage side that are significantly 
out of phase with vhat the general pattern is in the country 
and do something about those, and by doing something about 
those, tend to condition others to try to avoid being out In 
front where you can get shot at." 

All right, how would you characterize that policy? To me, 
it is a policy of teeth without guideposts . I think this is what 

the Secretar5»^ has told us is the policy. The teeth are there. 
We've seen them in the actions that have been taking place, re- 
cently the action on steel, on oil imports, the study of copper 
prices, the Bacon-Davis Act, ell these things. But we do not know 
today what is an acceptable policy as far as wage increases go 
or as far as price increases go. I would argue that there is a 
role for wage guideposts, in addition to this picking off of the 
leaders. But before discussing that, let me say that I certainly 
agree with Frank that we're seeing a change in the game plan at 
this point, and I believe with the many that this is a good change. 
We^re moving from a policy of constriction on eit5)loyraent and out- 
put to a policy of expansion. And there's a recognition with the 
policy we've Just heard that some sort of government intervention 
is necessary to avoid runaway inflation. I^hat I'm going to talk 
about is certainly secondaxy to this overall change in policy, 
which I do believe is in the right direction. 
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Well, what makes oe think that we do need wage and price 
guideposts? There are three interrelated points that I'd like 
to e3q)lore in answering that question* First, leadership towards 
stability. Second, the implied inflationary standard. And 
third, the sirpport of responsible actions. How, on leadership 
toward stability, the old wage and price guideposts, which 
Frank didn't think very much of, did have a relatively sin?>le 
Job cottpared to the job today, it seems to me. Their Job is 
to maintain stable prices. We had price stability in the first 
half of the 1960s, and the policies were aimed at maintaining 
that. As we look at the problem today, it's not one of main- 
taining price stability, but of leading the economy from infla- 
tion to uK>re stable prices. That's a much more difficult Job. 

Arriving at and interpreting the old standards wasn't easy. 
You have a list of references in the folder that was handed 
out. I*d suggest that the lecture by Dennison referred to there 
is well worth reading to see the inconsistenci*Js in the way in 
which the old policy was interpreted lay the Council of Economic 
Advisors; that wasn't easy. To find a new policy will be even 
more difficult. I certainly bow to Professor Gordon for trying, 
for spelling cut in as much detail as he did irtiat that would 
constitute. I won't go quite that far, but some features of 
the new policy are clear; Secret aiy Hodgson's remarks call 
attention to some of these. liages could increase by the amount 
of productivity plus recent rates of inflation without accel- 
erating the rate of inflation that we are having. Hopefully, 
they would increase at somewhat less than the sura of these two 
items, so that we would have a reduced rate of inflation. 
Attempts to catch up by the xinions because of loss of ptirchas- 
ing power in the past or of other groxjqps having moved ahead, 
these could be introduced only slowly and perhaps only partially. 
As for prices, they should certainly rise no more than costs, 
and desirably they should rise less, which would, of coxirse, 
lead toiEdzced profits in those industries that made such price 
reductions. 

The reasons for not going along with the guideposts are 
clearly very difficult to set, and they're certain to be un- 
popular, no matter what they are. But some disappointments seem 
necessary if the economy is to return to stable prices. Now, 
this was stated very simply in the second inflation alert put 
out by the Council of Economic Advisors. It said that at any 

oment there are some people who have recently received a wage 
or price increase and some who have not yet, but soon may. 
Slowing down the inflation means those who coue later will get 
smaller wage or price increases than those who came earlier. 
This may seem unfair to some, but there is no escape from it. 
If everyone in his turn gets as big a wage or price increase 
QS the biggest obtained by others Juring the height of the infla- 
tion, the inflation will go on endlessly. You're certain to be 
unpopular, but if we wish to end inflation some will suffer 
inequities and this is necessary. 
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I varA to mention that I^m not the only one pointing tr 
the lack of guideposts. There was on interesting statement by 
R.H. Larry, lAio is vice-chairman of the board of U*S* Steel. 
He said that the government will soon run o^it of market pro- 
tection, which it can withdraw or threaten to withdraw. More- 
over, I feel sure it must recognize the unfairness of pointing 
the fingers at so-called sinners in the absence of even a broad 
definition of what constitutes sin~and only at select sinners 
at that. Well, ur?)opular and difficult as the guideposts 
be, I think the Administration should define vbat is inflation- 
ary sin, and what is inflationary virtue. I think that this is 
a part of its leadership responsibility. 

Let me turn to my second argument for guideposts, and tMs 
is the icplied inflationary standard. One could say ri^ 
noT5 in light of what weVe just heard the Secretary of labor 
say, that there is a standard for inflationary sin and virtue, 
namely, den t be too far out in front in setting wages and prices. 
Let's listc-i again to Secretary Hodgson as he reinforces this 
philosophy: 

Bit clearly, among the major industrial groups in 
the nation, none were anyirtiere near as far out in 
front in the wage picture as construction — ^and not 
only in construction settlements in the last yeai* 
and this year, but in construction demands for the 
forthcoming year. It was a lead dog, so to speai. 
And it was for that reason that we felt we ought 
to take some action in that direction. Now, there 
are others that we are going to be looking ati* 
And I could say that any others that are planning 
to consider wage increases at the level that con- 
struction has granted, the 15, 18, and 22 percent 
levels that mark the last three quarters of last 
year, anybody that is considering that, they can 
confidently feel that the government is going to 
be examining what they do. And it's going to 
disapprove of it and it's going to find some way 
to deal with it* 

VJell, it doesn't take much imagination, I would suggest, 
to see tow labor and industry might respond to that kind of a 
statement. It seems the best strategy would be to be a part 
of the pack and perhaps toward the front of the pack, but 
don't be so far out in front as to be a lead dog. If that 
strategy is taken by labor and management, we'll have a per- 
petuation of the inflationary trends that we have had. Again, 
the increase in coii5)ensation per hour in the past twelve months 
was 7 percent. Productivity cannot be counted on for long to 
rise more than about 3 percent a year. This means that a 
continuing rate of increase of err^loyee coicpensation per hotar 



68 



of 7 percent vould. commit the economy to a continuing infla • 
tion of about h percent. A continuinc vate of inflation of 
at least U percent is vhat seems to be implied by the conse- 
quences of interpreting ''stay vith the pack as acceptable 
behavior; the Administration and almost everyone else re • 
cognJfce that as far better performance than is necessary. 
Specific guidelines to define a path to lower the rate of 
inflation vould help suggest that path, and make it clear that 
responsible behavior involves more than avoiding the lead-dog 
role. 

Finally, my third argument; support for responsible 
actions. Today a management that wishes to hold the line in 
wage negotiations or a union leader who uould like to justify 
to his members a settlement that is less inflationaiy than 
other settlements lacks the support of a quantitative guide 
post. If the government would set a guidepost, any guidepost, 
6,7 percent, whatever, it would support labor and manageaient 
by setting a noninflationaiy standaiu. 

In conclusion, then, economic policy, I think, has taken 
a major turn for the better. To fight iriflation, a new policy 
of expanded output and reduced, unemployment needs the support 
of an incomes policy. I agree uith you aud the other economists 
that the best incomes policy at the present is guidelines with 
teeth* Teeth are now being used by "uhe Aamini strati on, but 
guidelines have not been formulated. The guideposts are needed 
to provide leadership toward stability, to avoid the implication 
that the average rate of inflation today is the acceptable rate, 
and to support labor and management in mald.ng less inflationary 
settlements. Thank you. 



